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A  Series  of  Conversations  on  the  Powers,  Duties  and  Functions 
of  the  Supervisory  Committees  of  FEDERAL  CREDIT  UNIONS 


THROUGHOUT  THE  UNITED  STATES  the  great  value  to  credit  unions  of  having  an  efficient  and 
well-informed  supervisory  committee  is  becoming  more  and  more  appreciated. 

This  circular  is  issued  for  the  purpose  of  providing  members  of  such  committees  with  an 
informal  and  not  too  technical  survey  of  their  duties  and  functions.  It  is  a  reprint  (slightly  re¬ 
vised)  of  a  series  of  articles  originally  appearing  in  the  Credit  Union  Section’s  bimonthly  magazine 
COOPERATIVE  SAVING. 


In  these  articles  the  discussion  was  carried  on  presumably  as  a  series  of  conversations  between 
members  of  a  supervisory  committee  and  a  visiting  expert  on  credit  union  procedure.  The  series 
began  with  the  issue  of  the  magazine  for  September-October  1939,  and  continued  through  the  final 
issue  for  1940. 

This  pamphlet  is  intended  to  be  supplementary  to  the  official  manual  for  supervisory  com¬ 
mittees  of  Federal  credit  unions  issued  by  the  Credit  Union  Section,  to  which  readers  are  referred  for  a 
more  detailed  account  of  supervisory  committee  functions. 
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Meeting:  What  Is  the  Committee  Supposed  To  Do? 


First 

WHAT  WE  WANT  to  know  right  at 
the  start,”  said  the  chairman  of  the 
newly  elected  supervisory  committee, 
“is  just  what  this  job  of  ours  calls  for.  What 
is  the  supervisory  committee  supposed  to  do, 
anyway?” 

The  visiting  expert  settled  back  comfort¬ 
ably  in  his  chair  and  considered  the  question 
thoughtfully  for  a  moment  or  two. 

“We  can  get  at  that  best,  perhaps,”  he  re¬ 
plied,  finally,  “by  recalling  how  the  credit 
union  functions. 

“First  of  all,  let  me  ask  you  to  remember 
that  control  rests  with  the  members  of  the 
credit  union.  But  the  members  as  a  body  can¬ 
not  carry  on  the  work  of  the  organization. 
So  it  becomes  necessary  for  them  to  select  cer¬ 
tain  of  their  number  to  act  for  them. 

“This  they  accomplish  by  electing  a  board  of 
directors  and  a  credit  committee.  To  the  di¬ 
rectors  is  given  the  general  direction  of  the 
credit  union,  and  the  credit  committee  is 
charged  with  passing  on  loans. 

Each  has  his  duties 

“The  directors  in  turn  elect  certain  persons 
from  their  number  to  carry  out  specific  types 
of  work.  For  example,  the  treasurer  has  cus¬ 
tody  of  the  assets  and  records  and  acts  as  gen¬ 
eral  manager.  The  president  must  call  and 
preside  at  meetings,  countersign  checks,  etc. 
The  vice  president  and  clerk  also  have  their 
duties  outlined  for  them. 
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“By  this  plan  the  members  provide  a  means 
of  practical  operation.  But  suppose  some  of 
this  machinery  breaks  down.  Suppose  the  op¬ 
erating  officials  are  careless  or  dishonest.  What 
safeguards  do  the  members  have?  Who  will 
check  the  work  that  is  being  done  to  see  that 
their  funds  are  honestly  and  wisely  handled? 
How  can  they  know  that  the  credit  union  is  be¬ 
ing  operated  according  to  the  law  and  the  plan 
originally  laid  out? 

“There  you  have  the  answer  to  the  question 
you  asked  a  moment  ago.  Clearly,  these  duties 
call  for  a  compact  continuing  body  which  should 
be  elected  by  the  members  to  act  independently 
of  any  other  official ;  which  should  itself  handle 
none  of  the  transactions  of  the  credit  union, 
thus  being  in  a  position  to  give  constructive 
criticism  in  an  impartial  manner;  and  which 
should  be  empowered  to  take  decisive  action  if 
the  operating  officials  violate  the  bylaws  or  mis¬ 
handle  the  organization  in  any  way.  That  is 
your  supervisory  committee. 
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Acts  as  a  watchman 

“The  committee,  then,  has  the  important  func¬ 
tion  of  guarding  the  assets  and  the  interests 
of  the  members.  It  acts  as  a  watchman  con¬ 
stantly  on  duty  to  see  that  the  organization  is 
conducted  so  that  service  may  be  cooperatively 
given  with  maximum  safety.” 

“I  can  see  how  such  a  body  would  be  invalu¬ 
able  in  protecting  the  interests  of  the  members,” 
said  one  of  the  committee  members.  “But  would 
it  be  of  any  help  to  the  officers?” 

“Most  assuredly  it  would,”  the  expert  replied. 
“Let  me  tell  you  of  something  that  happened  a 
while  ago,  not  in  a  credit  union  but  in  a  some¬ 
what  similar  organization.  This  was  an  unin¬ 
corporated  and  informal  association  for  main¬ 
taining  an  employees’  welfare  fund.  The  treas¬ 
urer  was  faithfully  trying  to  carry  out  his  duties. 
But,  as  frequently  happens,  there  were  certain 
members  in  the  organization  who  doubted  his 
motives  and  questioned  his  methods. 

“There  was  no  one  but  the  treasurer  himself 
to  answer  the  questions.  He  prepared  state¬ 
ments  and  otherwise  tried  to  show  his  good  faith. 
But  his  critics  were  not  satisfied.  It  is  true  they 
were  in  the  minority,  but  nevertheless  doubts 
led  to  rumors,  and  to  make  a  long  story  short  this 
capable  servant  of  the  group,  with  whom  most 
of  the  members  were  satisfied,  finally  resigned  in 
discouragement. 

Helps  the  treasurer 

“If  the  group  had  had  a  competent  supervis¬ 
ory  committee,  any  genuine  doubts  could  have 
been  settled  by  its  report.  It  is  really  a  won¬ 
derful  help  for  the  treasurer  to  be  able  to  point 
to  the  findings  of  a  committee  which  has  thor¬ 
oughly  checked  his  work  and  found  it  in  order. 
He  can  go  ahead  with  his  work  then  with  the 
comfortable  feeling  that  his  performance  has 
successfully  met  the  official  test  prescribed  by 
law.” 

“That  pretty  well  defines  our  purpose  and 
our  usefulness,”  remarked  the  chairman. 
“But  now  can  you  tell  us  a  little  more  con¬ 
cretely  what  our  duties  are  and  how  we  go 


about  exercising  this  watchfulness  you  have 
just  described?” 

“If  I  were  a  new  member  of  a  supervisory 
committee,”  said  the  visitor,  “I  think  I  should 
begin  by  making  myself  just  as  familiar  as 
possible  with  the  mechanics  of  the  credit 
union — assuming,  of  course,  that  I  already 
thoroughly  understand  and  sympathize  with 
its  purposes.  These  mechanics  are  set  forth 
primarily  in  the  Federal  act  and  in  the  credit 
union’s  bylaws,  and  secondarily  in  a  growing 
body  of  interpretations,  rulings,  definitions, 
etc.,  issued  by  the  Governor  of  the  Farm  Credit 
Administration.  It  is  your  job  to  determine 
whether  other  officials  are  conforming  with 
prescribed  rules  and  regulations.  To  do  this, 
of  course,  you  must  yourself  know  pretty  fully 
what  these  working  rules  are. 

Duties  are  of  three  types 

“Briefly,  I  believe  your  duties  can  be  well 
covered  under  three  main  headings: 

“(1)  Making  examinations  of  the  books  and 
affairs  of  the  credit  union  every  3  months, 
or  oftener  if  necessary,  and  carrying  out  the 
other  duties  specifically  mentioned  in  the  Fed¬ 
eral  Credit  Union  Act  and  the  bylaws. 

“(2)  Making  recommendations  to  the  direc¬ 
tors,  officers,  and  credit  committee  for  improv¬ 
ing  operating  practices,  protecting  financial 
soundness,  and  bringing  about  a  greater  par¬ 
ticipation  of  members  and  potential  members 
in.  the  services  and  control  of  the  credit  union. 

“(3)  Taking  appropriate  action  if  and  when 
operating  officials  abuse  the  power  given  them 
by  the  members  or  neglect  their  duties  to  the 
detriment  of  the  organization. 

“Of  these  three  divisions  of  duty,  the  first 
or  auditing  duty  has  undoubtedly  received  the 
greatest  attention  among  Federal  credit  unions. 
Yet  I  consider  the  second  and  third  as  really 
of  greatest  importance.  Auditing  is  simply  a 
matter  of  finding  facts  on  which  to  base  the 
real  constructive  work  of  the  committee.  A 
fact  discovered  is  of  little  value  unless  it  is 
used.  Likewise,  the  examination  or  audit  by 
the  committee  will  benefit  the  credit  union  little 
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unless  future  operations  can  be  improved  as  a 
result  of  your  findings.  Your  audit,  then,  is 
not  the  end  of  your  supervising  job  but  is 
really  just  the  beginning.” 

“I  can  understand  that,”  said  one  of  the  lis¬ 
teners,  “and  can  go  along  with  it  readily.  But 
it  brings  up  a  question  that  I  have  been 
especially  wanting  to  ask  you.  How  far  does 
our  authority  extend  in  bringing  about  the 
changes  we  think  desirable  or  imperative?” 

Powers  are  extensive 

“Your  authority,”  said  the  expert,  “is  simply 
that  of  the  watchman  selected  by  the  members 
to  keep  an  eye  on  proceedings  for  them,  and  it 
must  not  trespass  on  the  authority  which  they 
have  granted  just  as  specifically  to  the  other 


officials.  With  this  limitation,  however,  your 
powers  may  be  considered  as  broad  and  ex¬ 
tensive.  The  proper  action  in  any  given  case 
will  depend  somewhat  upon  the  nature  of  the 
case. 

“For  the  sake  of  simplicity  we  may  divide 
into  three  classifications  the  situations  in  which 
questions  as  to  the  committee’s  authority  might 
arise : 

“  ( 1)  Situations  involving  differences  of  opin¬ 
ion  as  to  policies  adopted  by  the  board  of  di¬ 
rectors  when  there  is  no  violation  of  the  Fed¬ 
eral  Credit  Union  Act  or  the  bylaws  and  the 
safety  of  the  credit  union  is  not  at  stake. 

“(2)  Situations  involving  violations  of  the 
F ecleral  act  or  the  bylaws. 

“(3)  Situations  involving  practices  which  do 
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Charged  with  the  duty  of  constantly  reviewing  the  conduct  of  credit  union  affairs  the 
supervisory  committee  occupies  as  important  a  place  in  the  credit  union  structure  as 
the  judiciary  does  in  our  political  structure. 


3 


not  violate  the  Federal  act  or  the  bylaws  but 
which  obviously  endanger  the  savings  of  mem¬ 
bers  or  threaten  the  stability  of  the  credit 
union. 

“In  the  first  type  of  situation  the  committee 
would  have  no  right  to  force  the  board  to  change 
its  policies.  The  board  is  charged  by  the  law 
and  the  bylaws  with  the  general  direction  and 
control  of  the  credit  union.  So  long,  therefore, 
as  it  uses  good  faith  in  establishing  its  policies 
and  so  long  as  they  are  not  dangerous  or  in 
obvious  violation  of  the  law  or  bylaws  or  of 
rulings  legally  made  under  the  law,  the  super¬ 
visory  committee  does  not  have  the  power  to 
overrule  the  board. 

May  offer  suggestions 

“This  does  not  mean,  however,  that  the  com¬ 
mittee  should  hesitate  to  offer  suggestions  and 
recommendations  for  changes  in  policies.  You 
should  give  freely  of  your  opinions.  But  if  the 
directors,  after  an  understanding  discussion  of 
the  subject,  reject  your  ideas,  it  is  your  duty 
in  the  interests  of  harmony  to  accept  and  abide 
by  their  decision,  at  least  until  the  matter  can 
be  passed  on  by  the  members. 

“In  the  second  class  of  cases  the  committee’s 
responsibility  and  authority  are  more  serious. 
Where  practices  are  found  to  be  out  of  line  with 
the  law,  bylaws,  or  authoritative  rulings,  the 
first  and  immediate  action  to  be  taken  is  to  see 
that  the  practices  are  corrected  at  the  earliest 
possible  date.  The  second  is  to  take  steps  to 
insure  compliance  in  the  future. 

“Here  your  committee  may  be  called  upon 
for  a  special  exercise  of  judgment.  Your  course 
of  action  will  probably  depend  on  your  decision 
as  to  the  motives  of  the  officials  at  fault.  If 
you  consider  them  sincere  in  their  desire  to 
do  their  job  well  and  if  they  are  capable  of  good 


performance,  you  will  no  doubt  be  able  to  obtain 
all  the  necessarv  correction  through  a  full  and 
friendly  discussion  of  the  whole  matter. 

Action  may  be  needed 

“But  if  there  is  clear  evidence  of  bad  faith 
and  if  it  seems  unlikely  that  correct  practices 
in  the  future  can  be  obtained  by  persuasive 
methods,  then  in  accordance  with  the  Federal 
act  and  the  bylaws  the  committee  should  suspend 
the  offending  official  and  call  a  special  meeting 
of  the  members  to  pass  on  the  case.  By  taking 
this  action  it  simply  protects  the  credit  union 
until  the  whole  matter  can  be  laid  before  the 
source  of  authority  of  both  the  committee  and 
the  officials  whose  acts  are  questioned. 

“Situations  falling  within  the  third  classifica¬ 
tion  should  be  handled  in  much  the  same  man¬ 
ner  as  those  in  the  second.  The  committee  has 
full  right  to  use  its  power  of  suspension  and 
place  the  case  before  the  members  when  it 
considers  that  the  safety  of  the  credit  union  is 
being  jeopardized  by  dangerous  practices. 

Section’s  aid  available 

“Let  me  suggest,  however,  that  when  drastic 
action  appears  necessary  you  request  the  aid 
of  a  Federal  Credit  Union  Section  representa¬ 
tive.  In  his  dealings  with  large  numbers  of 
credit  unions  he  probably  will  have  had  experi¬ 
ence  with  other  cases  like  your  own.  He  will 
honestly  try  to  help  you  correct  your  difficul¬ 
ties  and  you  may  be  sure  his  advice  will  be 
willingly  given  for  the  benefit  of  all  concerned. 

“This,  I  think,  will  give  you  a  broad  but  rea¬ 
sonably  definite  conception  of  your  new  duties 
as  members  of  the  supervisory  committee.  I 
will  drop  in  again  after  you  have  been  going 
for  a  little  while,  and  then  we  can  talk  over 
any  specific  problems  you  may  have  had  to 
face.” 
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Second  Meeting;  Planning  the  Credit  Union  Audit 


THE  EXPERT  on  credit-union  procedure, 
sitting  in  with  the  supervisory  commit¬ 
tee  for  the  second  time,  glanced  at  his 
pocket  memorandum  book  and  picked  up  the 
threads  of  the  discussion  where  he  had  left 
them  at  the  previous  session. 

“On  my  first  visit,”  he  remarked,  “we  dis¬ 
cussed  the  general  duties  of  the  supervisory 
committee.  Its  function,  I  pointed  out,  was 
that  of  a  watchman  over  the  whole  conduct  of 
credit-union  affairs. 

“Now  I  would  like  for  us  to  get  down  to 
the  more  specific  duties  of  the  committee,  and 
of  these  the  one  that  comes  to  mind  first  is  the 
making  of  the  audit.  To  open  the  discus¬ 
sion  I  suggest  that  you  explain  just  what,  in 
your  opinion,  is  covered  by  the  term  ‘audit.’  ” 
“I  have  always  thought  of  an  audit,”  said 
the  chairman,  “as  meaning  a  check-up  of  the 
books  and  records  of  a  concern,  such  as  a 
credit  union,  to  see  if  they  are  in  good  order.” 

Has  broader  meaning 

“That  is  a  very  natural  and  reasonable  con¬ 
ception,  and  the  audit  certainly  should  disclose 
the  condition  of  the  books  and  records.  The 
term,  however,  really  has  a  broader  definition. 
It  means  an  examination  of  the  credit  union’s 
affairs,  particularly  as  disclosed  by  its  books 
and  papers,  to  see  that  the  credit  union  itself 
is  in  good  order.  The  audit  is  indeed  a 
check-up  on  the  health  of  the  credit  union  as 
shown  by  the  records. 

“The  audit  has  two  immediate  and  broad 
objectives  within  this  conception  of  the  term : 

“1.  To  verify  the  existence  of  the  credit 
union’s  assets  and  liabilities  as  set  forth  in 
the  treasurer’s  accounts  and  to  see  that  the 
assets  are  adequately  protected. 

“2.  To  determine  whether  the  records  dis¬ 
close  any  departure  from  the  practices  pre¬ 
scribed  by  the  law,  bylaws,  or  authorized  rul¬ 
ings  or  from  practices  otherwise  commonly 
accepted  as  sound. 


“Both  of  these  objectives  are  important  but 
in  actual  practice  the  first,  which  pertains  to 
the  existence  and  protection  of  the  assets,  will 
probably  engage  most  of  your  attention.  The 
second  objective,  pertaining  to  practices  and 
procedures,  may  at  first  require  a  separate  in¬ 
spection  of  the  records.  As  you  become  famil¬ 
iar  with  requirements,  however,  you  will  prob¬ 
ably  be  able  to  detect  departures  from  correct 
practice  while  verifying  the  financial  position 
of  the  organization. 

“The  present  value  of  the  members’  share¬ 
holdings  is  vitally  connected  with  the  assets 
and  liabilities.  You  are,  therefore,  interested 
first  of  all  in  an  investigation  of  those  items 
that  comprise  the  financial  structure  of  the 
credit  union. 

Savings  tied  up  in  assets 

“Every  dollar  of  the  savings  of  the  members 
handed  trustingly  to  the  officials  is  tied  up  in 
the  assets.  To  determine  that  those  assets  have 
not  been  dissipated  or  mishandled,  therefore,  is 
a  primary  responsibility  of  the  supervisory 
committee  and  your  foremost  thought  in  un¬ 
dertaking  an  audit  should  be  to  see  that  the 
assets  are  all  there  and  that  the  liabilities  are 
actually  as  shown  by  the  books.  Because  of  the 
importance  of  this  phase  of  your  work,  I  be¬ 
lieve  we  can  quite  profitably  discuss  at  some 
length  the  matter  of  verifying  the  financial 
condition  as  shown  by  the  treasurer’s  accounts.” 

More  than  just  a  check 

“As  I  understand  your  remarks,”  said  a  com¬ 
mittee  member,  “our  verification  should  include 
every  action  necessary  to  see  that  the  figures 
represent  a  sound  and  true  state  of  affairs  and 
not  merely  a  check  to  see  that  the  accounts  are 
nicely  kept  and  are  in  balance.” 

“That  is  quite  true,”  the  expert  responded. 
“The  accounts  present  a  picture  of  the  credit 
union’s  condition  and  you  will  wish  to  satisfy 
yourself  that  the  picture  is  a  true  one.” 
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Plan  of  procedure  wanted 

“I  believe  I  have  clearly  in  mind  the  scope 
and  purpose  of  this  verification  work,”  said  the 
chairman,  “but  what  I  particularly  want  to 
know  is  howT  to  go  about  the  task.  We  have  been 
looking  around  the  credit  union  office  and  we 
find  ledgers,  money,  bank  statements,  notes, 
vouchers,  and  numerous  other  records  and  pa¬ 
pers.  It  seems  to  me  that  if  we  are  to  accomplish 
an  intelligent  verification  we  must  have  some 
system  or  plan  to  follow  which  will  assure  us 
that  our  work  is  complete.  Can  you  suggest  a 
plan  for  us  to  follow?” 

Plan  not  difficult 

“Yes,”  replied  the  visitor.  “You  are  entirely 
correct  in  feeling  that  a  systematic  approach  to 
the  audit  is  essential.  The  plan  you  need  should 
not  be  difficult  to  work  out,  and  it  must,  of  course, 
be  constructed  according  to  the  bookkeeping 
system  of  the  credit  union.  Therefore,  I  would 
like  for  us  to  consider  first  the  manner  in  which 
the  various  accounts  are  related.  This,  I  be¬ 
lieve,  will  give  you  a  more  comprehensive  pic¬ 
ture  of  what  you  are  trying  to  accomplish. 

“I  have  here  some  charts  which  show  the  or¬ 


ganized  framework  of  the  audit  plan  or  struc¬ 
ture. 

“As  you  will  observe  from  chart  A,  the  gen¬ 
eral  ledger  is  a  summary  of  all  accounts  of  the 
credit  union.  Its  financial  condition  is  shown 
by  this  summary  record.  As  indicated  by  the 
chart,  the  general  ledger  is  supported  by  sub¬ 
sidiary  records  and  papers. 

“Chart  B  [see  page  7]  brings  out  the  same 
idea  in  greater  detail  and  indicates  the  principal 
auditing  steps  in  working  from  the  central  or 
summary  record  to  the  supporting  evidence  of 
the  assets  and  liabilities.  This  illustrates  that 
the  general  ledger  constitutes  the  foundation — 
indeed  the  very  backbone  of  the  audit.  It  is, 
therefore,  the  base  upon  which  the  audit  plan 
is  built.” 

The  committee  studied  the  charts  for  a  few 
minutes.  Then  the  chairman  said : 

“Certainly  it  is  clear  from  these  charts  that 
the  financial  condition  of  the  organization  is 
summarized  in  the  general  ledger  and  through 
it  all  the  accounts  are  related  and  tied  together. 
I  assume  then  that  the  first  thing  to  do  is  to 
balance  the  general  ledger  by  taking  a  trial 
balance.” 

“What  I  have  illustrated,”  said  the  expert, 


Chart  A.  General  ledger  is  summary  of  accounts 
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Chart  B.  Verification  plan  leads  from  general  ledger  through  separate  accounts  to  supporting  items 


“has  to  do  with  the  structure  of  the  audit  as  a 
whole,  bringing  out  the  point  that  all  verifica¬ 
tions  center  in  the  general  ledger.  This  does  not 
necessarily  control  the  order  in  which  each  step 
shall  be  taken. 

“Many  auditors  do  prefer  to  start  by  taking  a 
trial  balance  of  the  general  ledger  and  there  are 
very  logical  reasons  for  doing  this.  If  the  gen¬ 
eral  ledger  is  not  in  balance  some  one  or  more 
of  the  accounts  certainly  contain  errors  and 
will  have  to  be  adjusted.  It  is  desirable,  of 
course,  to  find  such  errors  and  to  make  the 
adjustments  before  final  verification  of  the 
balances. 

Check  liquid  assets  first 

“On  the  other  hand,  certain  of  the  assets 
such  as  cash  and  investments,  being  in  liquid 
form,  are  more  easily  tampered  with  or 
changed.  Therefore,  in  order  to  be  sure  these 
assets  are  counted  and  inspected  as  they  ac¬ 
tually  are  when  the  audit  is  commenced,  it  is 
a  wise  precaution  to  start  checking  them  first. 
By  this  procedure  you  reduce  the  possibility 
of  a  shortage  that  might  be  hidden  by  maneu¬ 
vering  liquid  assets  after  the  audit  is  once 
begun. 

Order  of  procedure 

“The  final  and  complete  verification  of  cash 
and  investments,  however,  includes  reconcile¬ 
ment  with  the  general  ledger  after  it  is  bal¬ 
anced,  and  variations  in  the  audit  program 
should  not  be  allowed  to  confuse  the  structure 
or  plan  of  the  audit  as  a  whole.” 


“But,”  said  a  member  of  the  committee,  “just 
what  order  do  you  suggest  that  we  follow  in 
making  the  audit  ?” 

“Except  for  the  necessity  of  giving  attention 
first  to  liquid  assets,”  said  the  expert,  “and  es¬ 
tablishing  the  foundation  for  the  audit  by  tak¬ 
ing  a  trial  balance  of  the  general  ledger  soon 
after  the  job  is  commenced,  there  is  no  standard 
order  of  procedure.  The  general  ledger  ac¬ 
counts,  however,  may  well  be  verified  in  the 
following  order: 

1.  Cash  on  hand  and  in  the  bank. 

2.  Investments. 

3.  Shares. 

4.  Loans. 

5.  Reserve  for  bad  loans. 

6.  Undivided  profits. 

7.  Income  and  expense. 

8.  Other  asset  accounts. 

9.  Other  liability  accounts. 

“This  may  be  used  as  a  temporary  guide  to 
be  varied  as  seems  advisable  in  the  light  of 
your  experience. 

“The  important  thing  to  remember  is  that 
whatever  order  of  verification  is  chosen,  the 
summary  of  financial  condition  contained  in 
the  general  ledger  is  the  controlling  base  upon 
which  the  audit  is  made. 

“It  is  essential  also  for  you  to  keep  in  mind 
always  the  broad  purposes  or  objectives  of  the 
audit  which  extend  beyond  the  mere  checking 
of  figures. 

“In  our  next  talk  I  want  to  discuss  the  de¬ 
tail  steps  of  verifying  certain  of  the  general 
ledger  accounts.” 
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Third  Meeting:  Reconciling  the  Cash 


ON  HIS  next  visit  the  expert  on  credit 
union  procedure,  referring  to  the  sug¬ 
gested  order  for  verifying  general  ledger 
accounts,  said  that  for  the  present  he  was  inter¬ 
ested  only  in  the  procedure  for  proving  the 
existence  of  assets  and  liabilities  as  shown  by 
the  records,  and  that  the  part  of  the  audit 
pertaining  to  proper  or  improper  practices 
could  be  taken  up  later. 

Said  the  chairman  of  the  committe,  glanc¬ 
ing  at  his  penciled  notes :  “I  have  been  looking 
over  the  list  of  general  ledger  accounts  you  left 
with  us,  and  I  see  that  ‘Cash  on  hand  and  in 
bank’  is  the  first  item  to  be  verified.  Appar¬ 
ently  that  is  a  collective  item,  covering  more 
than  one  account.  Can  you  tell  us  just  what 
accounts  are  included?” 

Includes  3  accounts 

“Yes.  The  cash  accounts  are  ‘Petty  cash,’ 
‘Change  fund,’  and  ‘Cash  in  bank.’  Cash  re¬ 
ceipts  that  have  not  yet  been  deposited  in  the 
bank  are  included  in  the  ‘Cash  in  bank 
account.” 

“Considering  these  three  accounts,”  said  the 
chairman,  “I  can  see  that  verifying  the  petty 
cash  and  change  funds  would  be  a  simple  mat¬ 
ter.  All  you  would  have  to  do,  I  suppose, 
would  be  to  count  the  cash  and  add  up  the 
expense  vouchers  for  the  petty  cash  and  see  that 
the  totals  agreed  with  the  general  ledger  bal¬ 
ances  in  these  accounts.  But  verification  of 
the  ‘Cash  in  bank’  account  does  not  seem  to  be 
so  easy.  Will  you  explain  how  this  is  done?” 

“Gladly,”  said  the  expert.  “The  first  thing 
I  do  when  I  reconcile  the  cash  is  to  refer  to 
the  ‘Cash  in  bank’  account  in  the  general 
ledger,  which  will  show  the  amount  of  this 
asset  according  to  the  treasurer’s  accounting. 
The  most  direct  way  to  verify  this  amount  is 
to  have  it  confirmed  by  the  depositary  bank. 
The  bank  statement  as  of  the  end  of  the  quarter 
can  be  used  for  this  purpose. 

“The  balance  as  reported  by  the  bank,  how¬ 


ever,  frequently  does  not  agree  with  the  balance 
shown  in  the  general  ledger.  Such  differences 
do  not  necessarily  mean  that  there  are  errors 
or  that  the  cash  has  been  mishandled.  Several 
factors  in  the  normal  course  of  operations  can 
cause  the  difference.  Two  of  those  most  com¬ 
monly  encountered  are  (1)  checks  drawn  that 
have  not  yet  been  presented  to  the  bank  for 
payment,  and  (2)  cash  receipts  that  have  not 
yet  been  deposited  in  the  bank. 

“When  a  check  drawn  and  recorded  before 
the  end  of  the  quarter  under  audit  is  not  pre¬ 
sented  to  the  bank  for  payment  until  after  the 
end  of  the  quarter,  the  balance  according  to  the 
bank,  of  course,  will  not  have  been  reduced  by 
the  amount  of  the  disbursement.  Since  the 
check  has  been  entered  by  the  treasurer,  his 
record,  in  the  regular  course  of  business,  will 
reflect  the  reduction  in  cash  and  will  thus  not 
be  in  agreement  with  the  bank’s  statement. 

Also  undeposited  cash 

“Also,  where  the  treasurer  has  undeposited 
cash  receipts  on  hand  at  the  end  of  the  quarter, 
the  depositary  bank  naturally  has  not  yet  been 
able  to  increase  the  balance  of  the  credit  union’s 
account  to  include  such  receipts.  The  treas¬ 
urer,  however,  anticipating  the  deposit,  will 
have  entered  the  receipts  in  the  ‘Cash  in  bank’ 
account  along  with  all  other  cash  collections 
for  the  month.  Unlike  the  bank,  therefore,  he 
shows  the  balance  to  be  increased  by  the 
amount  of  the  undeposited  receipts. 

“To  reconcile  the  two  balances  it  is  neces¬ 
sary  to  take  factors  of  this  kind  into  considera¬ 
tion.  This  can  be  done  quite  conveniently  by 
using  the  regular  bank  reconcilement  form  in¬ 
cluded  in  the  credit  union’s  supplies.  The 
form  will  also  provide  a  guide  to  the  proper 
treatment  of  the  items  in  making  the  reconcil¬ 
iation.” 

“I  understand  that  point,”  said  a  commit¬ 
tee  member,  “but  now  let  me  ask  another 
question. 
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When  audit  is  delayed 

“You  have  spoken  of  the  ondeposited  cash 
receipts  on  hand  at  the  end  of  the  quarter  as  an 
item  that  might  make  up  part  of  the  difference 
between  the  balances  as  shown  by  the  bank  and 
the  books  of  the  credit  union.  We  may  not 
commence  our  audit,  however,  until  several 
days  after  the  end  of  the  quarter.  By  that 
time  these  receipts  no  doubt  will  have  been  de¬ 
posited,  as  well  as  later  collections.  How  then 
can  we  determine  and  verify  the  amount  which 
the  treasurer  had  on  hand  at  the  end  of  the 
quarter?” 

“The  simplest  and  most  direct  way  of  deal¬ 
ing  with  this  problem,”  said  the  expert,  “would 
be  for  some  member  of  your  comittee  to  visit 
the  credit  union  office  on  the  last  day  of  the 
quarter  and  count  the  actual  undeposited  cash 
on  hand  at  the  close  of  business  on  that  day. 
This  would  not  require  a  great  deal  of  time 
and  would  furnish  the  committee  with  a  veri¬ 
fied  amount  when  the  audit  is  later  completed. 
If  such  a  procedure  is  not  convenient,  however, 
a  satisfactory  verification  of  the  undeposited 
receipts  can  still  be  accomplished  later.  But 
the  method  is  more  complicated  and  takes  up 
more  time. 

“An  entry  in  the  bank  passbook  or  a  dupli¬ 
cate  deposit  slip  receipted  by  the  bank,  soon 
after  the  end  of  the  quarter,  in  the  exact 
amount  of  the  cash  receipts  undeposited  at  the 
end  of  the  quarter,  would  be  an  indication  that 
the  cash  was  on  hand  and  that  proper  disposi¬ 
tion  of  it  had  been  made.  But  the  proof  would 
not  be  conclusive,  because  the  deposit  might 
have  been  made  from  receipts  taken  in  after 
the  end  of  the  quarter.  We  must  conclude, 
therefore,  that  it  is  necessary  to  consider  all 
cash  receipts  since  the  end  of  the  quarter  as 
well  as  the  undeposited  cash  receipts  on  hand 
when  the  audit  is  commenced ,  if  a  reasonably 
complete  verification  of  cash  is  to  be  made  with¬ 
out  counting  the  cash  on  the  last  day  of  the 
quarter. 

“If  the  following  steps  are  taken  at  the  time 
your  audit  is  made,  the  result  may  be  consid¬ 
ered  a  satisfactory  proof  of  the  item  of  unde¬ 


posited  cash  receipts  appearing  in  your  cash 
reconcilement,  even  though  the  actual  cash  was 
not  inspected : 

“1.  Count  uncleposited  cash  receipts  on  hand 
at  the  beginning  of  the  audit. 

“2.  To  the  total  obtained  by  (1)  above,  add 
the  deposits  in  the  bank  as  shown  by  the  bank 
passbook,  or  other  forms  of  receipt,  from  and 
including  the  first  day  following  the  end  of  the 
quarter  to  the  beginning  of  the  audit. 

“3.  From  the  total  obtained  by  (2)  above, 
deduct  all  cash-received  vouchers  from  and  in¬ 
cluding  the  first  day  following  the  end  of  the 
quarter  to  the  beginning  of  the  audit.  (The 
total  of  these  vouchers  should  be  obtained  by 
actual  addition  by  the  committee.) 

“4.  The  remainder  resulting  from  (3)  above 
should  equal  undeposited  cash  receipts  on  hand 
at  the  end  of  the  quarter,  as  indicated  by  the 
debits  to  ‘cash  in  bank’  in  the  journal  and  cash 
record  for  which  the  bank  statement  does  not 
show  deposits.  Any  difference  should  be  thor¬ 
oughly  investigated.” 

Example  given 

“I  follow  you  all  right,”  remarked  the  chair¬ 
man,  “but  I  think  we  would  all  understand  it 
better  if  you  could  give  us  an  actual  example 
of  how  you  reconcile  cash  in  bank  and  verify 
undepositecl  cash  receipts.” 

“Very  well,”  replied  the  visitor,  “let’s  assume 
the  following  simple  set  of  facts : 

“(a)  The  audit  for  the  quarter  ending  De¬ 
cember  31,  1939,  was  commenced  on  the  after¬ 
noon  of  January  10,  1940. 

“(b)  The  balance  as  shown  by  the  bank  state¬ 
ment  on  December  31, 1939,  was  $322.65. 

“(c)  The  bank  balance  as  shown  by  the  gen¬ 
eral  ledger  as  of  December  31,  1939,  was  $624.50. 

“(d)  The  count  by  the  committee  of  unde¬ 
posited  cash  receipts  on  hand  at  the  commence¬ 
ment  of  the  audit  produced  a  total  of  $72.30. 

Checks  and  deposits 

“(e)  By  comparing  checks  paid  and  returned 
by  the  bank  with  the  entries  in  the  journal  and 
cash  record  it  was  found  that  checks  numbered 
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53  and  57  for  $25.00  and  $35.00,  respectively, 
were  still  outstanding  at  December  31. 

“(f)  By  checking  the  deposits  listed  on  the 
bank  statement  with  corresponding  entries  in 
the  journal  and  cash  record  it  was  found  that 
cash  receipts  entered  in  the  journal  and  cash 
record  on  December  29  and  30  totaling  $110.25 
and  $250.60,  respectively,  had  not  been  credited 
by  the  bank.  The  bank  passbook,  however, 
showed  that  $360.85  (the  total  of  these  2  days’ 
receipts)  was  deposited  on  January  2,  1940. 

“(g)  Further  inspection  of  the  bank  passbook, 
disclosed  that  a  total  of  $694.65  (including  the 
deposit  of  $360.85  on  January  2, 1940)  had  been 
deposited  from  January  1  to  10,  1940,  inclusive. 
“(h)  Addition  by  the  committee  of  all  cash- 


received  vouchers  from  January  1  to  10, 1940,  in¬ 
clusive,  produced  a  total  of  $460.10. 

Using  these  data 

“(i)  A  notice  enclosed  with  the  bank  state¬ 
ment  and  a  corresponding  entry  appearing  on 
the  statement  showed  that  the  bank  made  a 
service  charge  of  $1.00  against  the  credit  union’s 
account  on  December  30, 1939.  Entry  was  made 
for  the  charge  on  the  credit  union’s  books  on 
January  6, 1940. 

“After  these  facts  are  assembled  it  is  the  prob¬ 
lem  of  the  supervisory  committee  to : 

“(1)  Verify  as  conclusively  as  practicable  the 
amount  of  undeposited  cash  receipts  on  hand  at 
December  31,  1939  ($360.85),  and — 


Through  the  credit  union  the  people  of  a  given  group  pour  their  small  savings  into  a 
central  reservoir,  from  which  others  can  obtain  the  cash  they  need  for  some  useful 
purpose.  The  supervisory  committee  stands  over  this  continuous  inflow  and  outflow 
of  funds  and  sees  that  it  is  properly  regulated. 
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“(2)  Reconcile  the  account  balance  as  shown 
by  the  bank  statement  ($322.65)  with  the  bank 
balance  as  reflected  by  the  general  ledgers 
($624.50). 

“The  solution  is  shown  in  the  following  two 
computations : 

1.  Computation  to  verify  undeposited  cash  re¬ 
ceipts  on  hand  at  Dec.  SI ,  1939 

Undeposited  cash  receipts  at  Jan.  10,  1940 

(actual  count  by  committee) - $72.  30 

Add  deposits  as  shown  by  bank  passbook  from 
Jan.  1  to  10,  1940,  inclusive : 

Jan.  2,  1940 _ $360.  85 

Jan.  4,  1940 _  210.  30 

Jan.  6,  1940 _  103.  50 

Jan.  9,  1940 _  20.  00 

-  694.  65 

766.  95 

Deduct  cash  received  vouchers  from  Jan.  1  to  10, 

1940,  inclusive  (actual  addition  by  com¬ 
mittee) _  406.10 

Undeposited  cash  receipts  on  hand  at  Dec.  31, 

1939  (as  shown  by  bank  reconcilement) _  360.  85 


2.  Bank  account  reconcilement  as  of  Dec.  31 , 

1939 

Balance  per  bank  statement  Dec..  31,  1939 _ $322.  65 

Deduct  checks  outstanding : 

No.  53 _ $25.00 

No.  57 _  35.00 

-  60. 00 


262.  65 

Add  cash  receipts  undeposited  at  Dec.  31,  1939 
(verified  by  computation)  : 

Dec.  29,  1939 _ $110.25 

Dec.  30,  1939 _  250.  60 

-  360, 85 


Balance -  623.  50 


Balance  per  general  ledger  account _  624.  50 

Deduct  service  charge  made  by  bank  in  De¬ 
cember  but  entered  in  books  of  credit  union 
on  Jan.  6,  1940 _  1.  00 


Balance  (per  above) _  623.50 


“This  procedure  is  simple,  and  you  will  prob¬ 
ably  have  no  difficulty  in  remembering  it.  But 
if  you  do,  you  can  just  refer  to  the  bank  recon¬ 
cilement  forms  which  you  have  on  hand  and 
which  clearly  indicate  the  successive  steps  to 


be  taken. 

“So  much  for  the  reconcilement  of  cash,  the 
first  item  on  our  list.  Next  in  order  is  the  veri¬ 
fication  of  loans,  which  we  will  take  up  in 
our  next  talk.” 
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Fourth  Meeting:  Auditing  the  Loan  Account 


IT  SEEMS  to  us,  said  the  chairman,  when 
the  discussion  was  next  resumed,  “that  the 
verification  of  cash  which  we  took  up  last 
time  involves  special  methods  that  could  not 
be  applied  to  other  accounts.  Take  loans,  for 
example.  You,  of  course,  cannot  verify  them 
by  confirmation  with  a  bank  nor  by  counting 
money.  We  would  like  for  you  to  discuss  the 
procedure  for  auditing  this  asset  in  much  the 
same  manner  that  cash  has  already  been 
considered.” 

“The  verification  of  loans,”  replied  the  ex¬ 
pert,  “probably  requires  more  effort  than  the 
auditing  of  any  other  account  in  the  general 
ledger.  Several  distinct  steps  are  involved.  I 
have  here  a  chart  which  illustrates  these  steps 
in  examining  the  supporting  evidence  of  the 
general  ledger  balance  of  total  loans  out¬ 
standing. 

Check  loans  totals 

“Assuming  that  the  general  ledger  is  in  bal-* 
ance,  the  first  step  is  to  see  that  the  accounts  of 
individual  borrowers  in  the  individual  ledger 
actually  add  up  to  the  total  of  outstanding 
loans  as  shown  by  the  general  ledger. 

“As  you  know,  the  monthly  totals  of  loans 
made  are  added  to  the  loans  account  in  the 
general  ledger  and  the  monthly  totals  of  re¬ 
payments  are  deducted  from  it.  In  the  sub¬ 
sidiary  ledger  the  detail  loans  made  are  added 
to  the  respective  members’  accounts  and,  of 
course,  each  repayment  is  deducted  from  the 
appropriate  individual  loan  balance.  In  this 
way  the  individual  loan  ledger  becomes  a  de¬ 
tail  record  supporting  the  general  ledger  ac¬ 
count  for  loans.  The  addition  of  the  individual 
accounts  to  see  that  they  agree  in  total  with 
the  loans  account  in  the  general  ledger  gives 
an  indication  that  the  loan  balances  are  cor¬ 
rect.  A  sufficient  verification  of  total  loans 
outstanding,  however,  requires  further  and 
more  searching  investigation  of  each  individual 
loan.” 


Reason  for  first  step 

“You  have  stated  that  the  first  step  in  our 
audit  of  loans  is  to  see  that  the  detail  record 
of  loans  actually  adds  up  to  the  total  we  are 
trying  to  verify,”  said  a  committee  member. 
“Can  you  tell  us  the  reason  for  making  this 
the  first  step?” 

“There  is  a  very  good  reason,”  said  the  visi¬ 
tor.  “Your  further  investigation  of  each  indi¬ 
vidual  loan  has  the  objective  of  establishing 
the  support  for  the  total  as  shown  by  the  gen¬ 
eral  ledger.  Let  us  suppose  that  in  your  fur¬ 
ther  auditing  you  find  that  each  member’s  loan, 
as  recorded  in  the  individual  ledger,  is  prop¬ 
erly  supported.  Your  audit  then  would  finally 
verify  the  general  ledger  total  only  if  the  total 
of  the  loans  you  investigated  were  in  agreement 
with  the  general  ledger  balance.” 

“That  seems  to  be  a  clear  statement  of  the 
first  step,”  said  the  chairman.  “But  suppose 
we  find  that  the  detail  record  of  loans  does  not 
agree  in  total  with  the  general  ledger  balance. 
What  should  we  do  to  have  the  condition 
corrected?” 

“It  is  the  treasurer’s  official  responsibility,  of 
course,  to  keep  his  books  in  balance,”  replied 
the  expert.  “In  order  that  the  audit  may  be 
completed  more  promptly,  however,  supervis¬ 
ory  committees  sometimes  wish  to  search  for 
the  detail  errors  themselves  and  not  wait  for 
the  treasurer  to  locate  and  correct  the  differ¬ 
ences.  Also  the  committee  may  wish  to  help 
the  treasurer  because  of  the  volume  of  his 
work.  Often  the  committee  members  are  able 
to  offer  valuable  advice  and  instruction  to  the 
treasurer  regarding  the  best  methods  of  check¬ 
ing  for  errors. 

“It  should  be  understood,  however,  that  al¬ 
though  it  is  commendable  for  the  committee  or 
any  of  the  other  officials  to  give  assistance  in 
this  respect,  it  is  not  their  direct  responsibility 
to  check  for  bookkeeping  errors  that  cause  dif¬ 
ferences  in  the  ledgers.  Moreover,  if  there  is 
constant  difficulty  in  getting  tire  individual 
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ledgers  in  balance,  the  committee  might  well 
discuss  the  matter  with  the  directors  in  an 
effort  to  obtain  more  accuracy  in  bookkeeping. 

Make  sure  of  findings 

“The  committee  members  should,  of  course, 
make  sure  that  their  listings  of  the  accounts  are 
correct  and  that  they  have  definitely  established 
the  amount  of  the  difference  before  turning  the 
records  back  to  the  treasurer  for  correction. 

“If  the  discrepancies  do  not  appear  to  be  se¬ 
rious,  the  committee  may  proceed  with  the  en¬ 
tire  audit  and  show  the  differences  in  the  report. 
When  this  is  done,  the  audit  report  should  also 
indicate  the  plans  that  have  been  made  to  bring 
the  books  into  balance.  When  they  are  finally 
balanced,  the  committee  should  scrutinize  the 
corrections  and  adjustments  that  were  necessary 
so  that  the  changes  in  balances  may  be  recon¬ 
ciled  with  the  supporting  evidence  of  individual 
loans  already  audited.” 

“After  that  explanation,”  said  the  chairman, 
“I  think  we  are  ready  to  consider  the  succeeding 
steps  in  our  audit  of  loans.” 

Notes  and  applications 

“The  next  step,”  said  the  expert,  “should  be  to 
ascertain  that  for  each  loan  there  is  a  properly 
executed  note  and  an  application  bearing  the 
required  approval  of  the  credit  committee. 
Thus  we  find  authorization  for  the  disbursement 
and  written  promise  to  repay,  which  in  them¬ 
selves  are  evidence  of  assets  properly  acquired. 
Of  course,  the  committee  should  check  to  see  that 
the  terms  of  each  loan  are  in  accordance  wTith 
the  conditions  of  the  credit  committee  approval. 

“Further  indication  of  the  soundness  and  pro¬ 
priety  of  loans  is  developed  by  inspecting  the 
security  required  by  the  credit  committee.  Each 
loan,  of  course,  should  also  be  checked  to  see 
that  it  is  in  conformity  with  legal  requirements 
and  the  policies  established  by  the  board  of 
directors.” 

“I  am  wondering,”  said  a  committee  member, 
“whether  it  is  necessary  for  us  to  inspect  all 
loans  during  each  audit  made  at  quarterly  in¬ 
tervals.  You  see,  many  of  the  loans  which  we 
will  review  carefully  at  the  end  of  June  will  also 


be  outstanding  when  we  make  our  audit  as  of 
the  end  of  September.  We  should,  of  course, 
make  every  effort  to  see  that  the  loans  made  from 
July  1  to  September  30  have  proper  notes,  ap¬ 
proved  applications,  etc.,  but  if  we  have  already 
satisfied  ourselves  that  the  other  loans  were 
properly  made,  would  there  be  any  need  to  check 
the  same  loans  all  over  again  ?” 

The  expert  replied,  “It  is  generally  considered 
satisfactory  to  inspect  the  supporting  papers 
only  for  those  loans  made  since  the  last  audit 
if  all  the  older  loans  have  already  received  your 
attention.  It  is  recommended,  however,  that 
from  time  to  time,  you  cover  the  entire  file  of 
loans,  particularly  to  see  if  the  proper  collateral 
is  on  hand.  So  far  as  the  note  and  application 
are  concerned,  once  they  are  placed  on  tile  at 
the  time  a  loan  is  made  there  is  little  reason  for 
disposing  of  them  during  the  life  of  the  loan. 
But  there  might  be  occasions  wdiere  collateral 
security  would  be  improperly  released,  thereby 
leaving  the  credit  union  without  the  protection 
required  by  the  credit  committee. 

Timing  note  audit 

“The  greatest  benefit  probably  would  be  re¬ 
ceived  by  making  the  complete  audit  of  the  note 
tile  several  months  after  the  examination  by  the 
Farm  Credit  Administration.  Since  that  ex¬ 
amination  will  cover  the  entire  file,  you  will, 
by  such  timing,  have  a  complete  audit  of  the 
loans  at  more  frequent  intervals. 

“When  auditing  the  loans  you  will  wish  to 
make  notations  of  any  irregularities  found. 
These,  of  course,  will  be  given  to  the  appro¬ 
priate  officials  with  your  recommendations  for 
correction.  Then  at  the  time  of  your  next 
audit  you  most  certainly  should  recheck  those 
particular  old  loans  to  determine  whether 
necessary  corrections  have  been  made. 

Are  repayments  recorded? 

“These  steps  establish  only  that  each  loan 
was  a  true  asset  at  the  time  it  was  granted. 
You  still  cannot  be  sure  that  all  later  trans¬ 
actions  with  respect  to  each  loan  are  properly 
reflected  on  the  books.  To  be  more  specific,  you 
will  need  to  determine  whether  repayments  on 


14 


loans,  which  reduce  the  unpaid  balances,  have 
been  properly  applied.  Without  more  evi¬ 
dence  on  this  point,  the  correct  unpaid  balance 
of  each  loan,  as  well  as  the  total  of  outstanding 
loans,  is  still  not  supported  by  conclusive  proof. 

“It  is  true,  of  course,  that  you  do  have  first¬ 
hand  evidence  which  would  indicate,  on  its 
face,  that  all  cash  repaid  on  loans  has  been 
applied  to  reduce  the  total  loans.  But  let’s 
analyze  this  evidence.  When  a  repayment  is 
made,  it  is  represented  by  a  cash-received 
voucher,  or  by  some  other  original  record.  The 
total  of  these  vouchers  for  each  month  is  re¬ 
corded  in  the  general  ledger.  Your  cash  rec¬ 
oncilement  has  shown  that  the  total  cash 
deposited  in  the  bank  has  also  been  properly 
recorded  in  the  cash  account  of  the  general 


ledger.  Since  the  general  ledger  is  in  balance, 
it  would  seem  apparent,  therefore,  that  cash 
received  as  loan  repayments  must  have  been 
applied  to  reduce  the  total  loans  in  correspond¬ 
ing  amounts. 

“But  suppose  some  of  the  loan  repayments 
have  been  diverted  to  improper  use  before  they 
were  either  recorded  or  deposited.  The  proofs 
we  have  discussed,  although  valuable,  would 
not  disclose  such  a  condition.  What  further 
step,  then,  is  necessary  to  verify  satisfactorily 
this  asset  of  loans  as  shown  by  the  treasurer’s 
records?  Obviously,  we  must  go  outside  of 
the  office  records  to  the  place  where  all  repay¬ 
ments  were  recorded  when  made.  By  this,  I 
mean  the  members’  passbooks.  Only  by  check¬ 
ing  these  passbooks  against  the  individual 
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accounts  in  the  credit  union’s  books  can  you 
properly  round  out  your  audit  of  the  general 
ledger  loan  account.  If  such  a  check,  follow¬ 
ing  the  other  steps  outlined,  discloses  nothing 
wrong  you  can  be  fairly  well  satisfied  that  the 
account  total  is  correct.” 

“That  brings  us  to  a  question  I  have  been 
wondering  about,”  said  one  of  the  listening  trio. 
“The  verification  of  members'  passbooks  with 
the  treasurer’s  records  seems  to  occupy  a  place 
of  much  importance  in  the  audit.  Yet  when 
the  credit  union  grows  larger  it  will  obviously 
be  impracticable  to  call  in  all  the  passbooks 
each  quarter.  How  frequently  would  you  say 
we  should  check  these  passbooks?” 

“As  you  no  doubt  know,”  replied  the  visitor, 
“the  law  requires  this  outside  verification  to 
be  made  not  less  frequently  than  once  every  2 
years.  In  actual  practice,  however,  this  im¬ 
portant  part  of  your  audit  work  should  not 
be  delayed  for  such  a  long  period  of  time. 


Verify  once  a  year 

“In  the  usual  case,  it  is  considered  good 
practice  to  verify  all  members’  accounts  once 
each  year.  The  verification  can  be  accom¬ 
plished  either  by  calling  in  the  passbooks  or  by 
sending  each  member  a  statement  of  his  account 
and  asking  him  to  confirm  the  figure. 

“The  verification  will  be  more  effective  and 
less  burdensome  to  the  committee  if  the  work 
is  divided  among  the  quarterly  audits  by  an 
inspection  of  approximately  25  percent  of  the 
passbooks  on  each  audit.  If  such  a  plan  is 
followed  the  persons  who  handle  the  funds 
and  keep  the  records  need  not  know  in  advance 
which  accounts  will  be  checked  on  each  audit, 
but  they  will  understand  that  any  account  may 
be  checked  during  any  audit.  If  a  proper 
record  is  kept  of  the  accounts  verified,  the  com¬ 
mittee  can  easily  make  sure  that  the  entire 
membership  is  covered  each  year.” 
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Fifth  Meeting:  Auditing  Investments ,  Shares ,  Reserves ,  Profits 


Ar  THE  BEGINNING  of  the  fifth  meet¬ 
ing,  the  chairman  of  the  committee  con¬ 
sulted  the  memoranda  accumulated  at 
previous  sessions  and  said : 

“We  have  now  discussed  methods  of  verify¬ 
ing  the  general  ledger  accounts  for  cash  and 
for  loans  outstanding.  Those,  of  course,  are 
only  two  of  several  accounts  included  in  the 
financial  records  of  the  organization,  and  al¬ 
though  they  appear  to  be  the  two  most  difficult 
accounts  to  audit,  we  feel  that  a  brief  discus¬ 
sion  of  the  other  accounts  would  make  us  more 
sure  of  ourselves  on  the  entire  audit.  Take 
investments,  for  example.  What  would  you 
consider  a  satisfactory  verification  of  the 
treasurer’s  accounting  for  this  asset?” 

Auditing  investments 

“The  audit  of  investments  is  extremely  im¬ 
portant,”  replied  the  expert,  “but  this  item  is 
perhaps  one  of  the  easiest  to  verify,  assuming, 
of  course,  that  the  asset  is  in  proper  order. 
Investments  by  a  Federal  credit  union  are  lim¬ 
ited  by  law  to:  (1)  United  States  Government 
bonds  or  bonds  fully  secured  by  the  Govern¬ 
ment,  (2)  shares  of  Federal  savings  and  loan 
associations,  and  (3)  loans  to  other  credit 
unions.  Your  committee,  of  course,  should 
take  exception  at  once  to  any  investments  made 
outside  of  these  three  classifications. 

“Verification  procedure  will  naturally  differ 
with  the  different  types  of  investment.  Your 
first  step  should  be  to  inspect  the  minutes  of  the 
board  of  directors’  meetings.  You  will  want 
to  see  that  the  directors  by  recorded  resolution 
have  authorized  all  increases  and  decreases  in 
the  credit  union’s  holdings  of  bonds,  and  of 
shares  of  Federal  savings  and  loan  associations. 
You  should  also  see  that  loans  made  to  other 
credit  unions  are  in  accordance  with  the  terms 
set  forth  by  the  directors’  minutes. 

“In  the  case  of  bonds  held,  your  committee 
will  need  to  inspect  the  instruments,  and  by 
actual  count  see  that  the  total  holdings  are  in 


agreement  with  the  amount  shown  by  the  gen¬ 
eral  ledger. 

“The  passbook  or  other  evidence  of  shares 
purchased  that  a  Federal  savings  and  loan  as¬ 
sociation  furnishes  the  credit  union  should  be 
compared  with  the  general  ledger  record  of  the 
investment.  Also,  for  a  complete  verification, 
the  association  should  be  requested  to  confirm 
in  writing  the  balance  recorded  by  the  credit 
union. 

Checking  loans  on  file 

“Where  there  are  loans  outstanding  to  other 
credit  unions,  your  committee  should  see  that 
there  are  on  file: 

1.  A  properly  executed  note. 

2.  A  copy  of  the  financial  and  statistical 
report  of  the  borrowing  credit  union  that  was 
current  at  the  time  the  loan  was  made. 

3.  A  copy  of  the  supervisory  committee  audit 
report  of  the  borrowing  credit  union  prepared 
for  the  quarter  immediately  preceding  the  date 
of  the  loan. 

4.  A  certified  copy  of  the  resolution  of  the 
board  of  directors  of  the  borrowing  credit  union 
authorizing  the  loan. 

5.  A  certificate  from  the  clerk  of  the  borrow¬ 
ing  credit  union  that  the  persons  negotiating 
the  loan  and  executing  the  note  are  officers  of 
the  credit  union  and  are  authorized  to  act  in 
(his  capacity  for  the  credit  union. 

“If  considerable  funds  are  tied  up  in  outside 
investments,  the  question  may  arise  as  to  whether 
the  loan  needs  of  the  members  and  potential 
members  are  being  adequatedy  served.  Your 
committee  may  have  some  valuable  suggestions 
to  offer  to  the  management  as  to  ways  and  means 
of  impressing  the  entire  group  with  the  benefits 
of  cooperative  credit  through  the  credit  union.” 

“I  think  we  shall  have  little  difficulty  in  prop¬ 
erly  examining  the  investments  account,”  said 
the  chairman.  “Now,  let  me  see - ”  he  con¬ 

tinued,  checking  his  list  of  accounts,  “what  is 
next?  What  about  shares?” 
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“The  general  ledger  account  for  shares,”  re¬ 
sponded  the  expert,  “represents  the  total  obliga¬ 
tion  of  the  credit  union  to  the  members  for 
savings  actually  paid  into  the  credit  union  by 
them. 

Check  with  share  totals 

“Assuming  that  the  general  ledger  is  in  bal¬ 
ance  as  discussed  at  one  of  our  previous  meet¬ 
ings,  the  first  step  in  verifying  the  total  of 
shares  outstanding  is  to  see  that  the  balances 
in  the  shares  accounts  of  the  individual  mem¬ 
bers  add  up  to  the  total  as  shown  by  the 
general  ledger. 

“As  you  know,  the  total  payments  to  the 
credit  union  on  shares  are  added  each  month 
to  the  shares  account  in  the  general  ledger, 
and  the  monthly  total  of  shares  withdrawn 
is  deducted  from  it.  In  the  subsidiary  or  indi¬ 
vidual  ledger,  each  payment  by  a  member  is 


added  to  his  shares  account,  and  each  with¬ 
drawal  is  deducted  from  the  account. 

“Thus  the  individual  shares  ledger  becomes 
a  detail  record  supporting  the  total  shares  out¬ 
standing  as  indicated  by  the  general  ledger. 
The  shares  held  by  the  individual  members, 
therefore,  should  add  up  to  the  total  shares  as 
recorded  in  the  general  ledger.” 

How  verify  shares? 

“In  our  discussion  of  the  audit  of  loans,”  said 
the  chairman,  “we  decided  that  several  other 
steps  were  necessary  for  complete  verification 
after  determining  that  the  detail  records  were 
in  agreement  with  the  general  ledger  total.  Ill 
the  case  of  shares,  however,  we  do  not  have  sup¬ 
porting  papers  to  audit,  such  as  notes,  applica¬ 
tions,  and  collateral.  What  other  verification 
then  can  we  make  after  balancing  the  indi¬ 
vidual  ledger?” 


TWO  AMERICAN  FAMILIES 


Here  are  two  typical  American  families.  Mr.  Unfortunate  is  discouraged  by  many 
reverses.  Mr.  Fortunate  is  prospering.  It  is  the  job  of  the  credit  union  to  aid  each 
to  achieve  a  better  living  standard,  and  everything  done  by  the  supervisory  committee 
properly  contributes  to  that  end, 
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BETTER  LIVING  FOR  ALL 


Through  the  efficiently  working  credit  union  hope  and  good  cheer  have  been  intro¬ 
duced  again  into  the  lives  of  family  No.  1.  Family  No.  2,  with  finances  well  man¬ 
aged  in  “the  credit  union  way”,  is  increasingly  able  to  enjoy  the  good  things  of  life. 
The  supervisory  committee  deserves  its  share  of  the  credit  for  bringing  such  conditions 
about. 


‘‘It  is  true  that  the  balancing  of  the  individ¬ 
ual  ledger  will  not  definitely  assure  you  that 
the  treasurer’s  accounting  for  total  shares  out¬ 
standing  is  correct,”  answered  the  visitor. 
“You  have  at  this  point,  however,  an  indica¬ 
tion  that  all  cash  paid  in  on  shares  has  been 
credited  to  the  members’  accounts,  and  that 
deductions  from  the  shares  accounts  have  been 
paid  to  the  members.  The  cash  reconcilement, 
already  discussed,  shows  that  the  total  cash 
deposited  in  the  bank  has  also  been  properly 
recorded  in  the  cash  account  of  the  general 
ledger.  Since  the  general  ledger  is  in  balance, 
it  would  seem  logical  to  assume  that  cash  paid 
in  on  shares  has  actually  been  applied  to 
increase  the  total  shares  in  corresponding 
amounts.  Also,  the  checks  recorded  by  the  de¬ 
positary  bank  have  been  inspected  and  taken 
into  consideration  in  the  bank  reconcilement. 


Therefore,  it  seems  apparent  that  deductions 
from  the  shares  account  in  the  general  ledger 
must  have  resulted  in  corresponding  reductions 
in  the  cash  account  by  properly  drawn  checks. 
Otherwise,  the  general  ledger  should  not  be 
in  balance. 

“As  explained  in  our  discussion  of  loans, 
however,  cash  receipts  can  easily  be  diverted 
before  they  are  ever  recorded  in  any  of  the 
books  of  the  credit  union.  If  this  should  hap¬ 
pen,  the  ledgers  would  balance  the  same  as  if 
the  transaction  had  not  occurred. 

Check  the  passbooks 

“Obviously,  if  we  are  to  discover  irregulari¬ 
ties  of  this  kind,  we  must  proceed  beyond  the 
office  records  of  the  credit  union  to  the  place 
where  a  record  was  made  of  the  payment. 
This,  of  course,  will  be  the  member’s  passbook. 
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As  in  the  case  of  loans,  you  can  satisfactorily 
round  out  your  audit  of  shares  by  checking  the 
passbooks  against  the  individual  members’ 
accounts  in  the  credit  union’s  books.  Even 
this,  however,  might  not  provide  a  perfect  safe¬ 
guard.  For  example,  a  person  handling  the 
credit  union  funds  might  issue  a  passbook  for 
cash  received  to  an  applicant  for  membership, 
divert  the  money  to  his  own  use,  and  make  no 
record  whatsoever  in  the  credit  union’s  books. 
In  such  a  case  your  committee  probably  would 
not  discover  the  discrepancy  by  the  usual  pass 
book  audit  of  recorded  members’  accounts. 

“It  is  a  good  idea,  therefore,  to  post  notices 
requesting  all  members  to  submit  their  pass 
books  for  audit,  or  perhaps  to  use  other 
methods  of  securing  passbooks  from  those  who 
may  not  be  recorded  as  members.” 

“This  discussion,”  said  one  of  the  listening 
trio,  “has  certainly  illustrated  for  me  the  im¬ 
portance  of  a  balanced  general  ledger  as  the 
basis  of  our  audit  of  the  accounts  that  are  re¬ 
lated  and  tied  together  in  that  record.  Also, 
I  believe  we  are  all  beginning  to  realize  the 
necessity  of  going  beyond  the  credit  union 
books  in  order  to  obtain  conclusive  verification 
of  the  accounts.  This;  seems  to  be  especially 
important  with  respect  to  the  members’  pass¬ 
books.” 

Checking  figures  not  enough 

“That  is  entirely  true,”  responded  the  expert. 
“If  your  audit  is  to  make  reasonably  sure  that 
the  assets  and  liabilities  actually  exist  as  re¬ 
corded  by  the  treasurer,  you  must  look  beyond 
the  mathematical  accuracy  of  the  figures  in 
the  books.  Sometimes  that  can  be  done  by  a 
physical  inspection  of  a  given  asset.  Where 
this  is  not  practicable,  as  in  the  case  of  cash 
on  deposit  in  the  bank,  we  must  do  the  next 
best  thing  and  secure  from  a  reliable  outside 
source  a  statement  of  the  amount  of  the  asset 
or  liability.” 

We  now  have  taken  up  the  principal  operat¬ 
ing  accounts  of  the  credit  union,”  said  the 
chairman.  “In  looking  over  the  accounts,  how¬ 
ever,  I  see  one  that  seems  to  be  different  in 


nature  from  those  we  have  considered.  I  refer 
to  the  ‘Reserve  for  bad  loans.’  There  is  no 
subsidiary  or  individual  ledger  to  balance  with 
this  account,  and  I  don’t  see  how  we  could 
apply  to  our  audit  of  it  the  principle  of  outside 
confirmation  as  we  can  in  auditing  cash,  loans, 
and  shares.  Can  you  tell  us  then  how  we  can 
determine  whether  or  not  the  amount  of  the  re¬ 
serve  as  shown  by  the  books  is  correct?” 

“Yes,”  replied  the  visitor.  “I  think  we  can 
find  a  definite  procedure  for  reviewing  this 
account. 

“Perhaps  we  first  should  fix  clearly  in  our 
minds  the  nature  of  the  account.  When  an  or¬ 
ganization  engages  in  the  business  of  grant¬ 
ing  credit,  there  is  always  a  possibility  of  loss 
from  failure  to  collect.  The  probability  of 
this  may  not  be  great,  but  experience  has  shown 
that  when  we  try  to  decide  how  people  will  live 
up  to  their  obligations,  we  sometimes  make 
errors  of  judgment.  Your  credit  committee  is 
helping  the  members  with  their  financial  prob¬ 
lems  by  granting  credit  on  faith  that  the  funds 
loaned  will  be  repaid. 

“This  faith  in  the  members  is  amply  justified, 
but  once  in  a  great  while,  someone  will  not  or 
cannot  live  up  to  his  promises,  thereby  caus¬ 
ing  a  loss  to  the  credit  union  membership. 

Nature  of  account  is  important 

“Now  if  all  the  earnings  of  the  credit  union 
were  consumed  in  the  operating  expenses  or 
distributed  in  dividends,  the  loss  would,  of 
course,  have  to  apply  directly  against  the  sav¬ 
ings  of  the  members.  The  credit  union,  there¬ 
fore,  reserves  or  sets  aside  a  portion  of  its  earn¬ 
ings  in  order  to  be  prepared  in  advance  for  the 
loss  when  and  if  some  loan  cannot  be  collected. 

“The  Federal  Credit  Union  Act  specifies  20 
percent  of  net  earnings  as  the  amount  that  must 
be  set  aside.  In  addition,  all  fees  and  fines 
collected  must  be  reserved  for  the  same  purpose. 
Generally,  these  are  the  only  amounts  that  will 
be  added  to  the  reserve  account. 

“Your  committee  should  check  the  fees’  and 
fines’  accounts  to  see  that  all  the  balances  accu¬ 
mulated  in  them  are  transferred  to  the  reserve 
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each  month.  Then  when  your  audit  is  made  as 
of  December  31,  it  is  in  order  for  you  to  see 
that  20  percent  of  the  net  earnings  accumu¬ 
lated  in  the  profit  and  loss  account  are  trans¬ 
ferred  to  the  reserve. 

“To  satisfy  yourself  that  the  balance  in  the 
reserve  account  is  correct,  however,  it  is  also 
necessary  to  see  that  any  other  additions,  as 
well  as  all  deductions  or  charges  to  it,  are 
proper.  Other  additions  will  be  very  rare  and 
will  consist  of  any  special  provisions  for  losses 
on  bad  loans  and  any  collections  on  loans 
previously  charged  off. 

“The  deductions  from  or  charges  against  the 
reserve  ordinarily  will  consist  of  loans  that 
have  proved  to  be  uncollectible.  In  your  in¬ 
vestigation  of  such  items,  you  will  wish  to  see 
that  the  bad  loans  were  actually  cleared  from 
the  loans  ledger,  and  that  reasonable  effort 
was  made  to  collect  the  loans  by  liquidating 
any  collateral  held,  as  wTell  as  by  proceeding 
personally  against  the  makers  and  comakers. 

Chargeoff  requires  board  action 

“Loans  should  not  be  charged  against  the 
reserve  except  upon  resolution  of  the  board  of 
directors  in  each  case.  It  is  necessary,  there¬ 
fore,  to  inspect  the  minutes  to  see  that  there  is 
recorded  authority  on  file  for  each  deduction. 

“If  the  loans  that  have  to  be  charged  off  are 
numerous  enough  to  indicate  real  danger  to 
the  organization  or  unsound  management,  your 
committee,  of  course,  will  wish  to  make  appro¬ 
priate  recommendations  to  the  credit  committee 
and  the  directors  or  take  such  other  action  as,  in 
your  judgment,  appears  necessary.” 

“During  one  of  our  previous  discussions,”  re¬ 
marked  a  committee  member,  “we  decided  upon 


a  certain  order  in  which  the  general  ledger  ac¬ 
counts  would  be  audited.  The  next  one  on  the 
list  is  undivided  profits.  I  am  interested  in  the 
steps  necessary  for  a  satisfactory  verification 
of  this  acount.” 

“Before  you  can  be  completely  satisfied  that 
the  undivided  profits  account  is  correct,”  replied 
the  visitor,  “it  is  necessary  to  verify  all  of  the 
accounts  that  are  transferred  to  produce  the 
balance  in  undivided  profits.  This,  however,  in¬ 
volves  the  audit  of  the  income  and  expense  ac¬ 
counts  which  we  should  take  up  in  some  detail 
later. 

“Your  audit  of  undivided  profits  can  be  made 
upon  the  assumption  that  the  income  and  ex¬ 
pense  accounts  are  correct.  You  should  keep  in 
mind,  however,  that  if  irregularities  in  those 
accounts  are  discovered  later,  the  undivided 
profits  account  and  the  reserve  for  bad  loans  will 
be  directly  affected. 

“The  balance  in  the  undivided  profits  account 
is  built  up  by  closing  the  income  and  expense  ac¬ 
counts  into  the  profit  and  loss  account  and  then 
transferring  the  net  profit  in  this  account,  after 
provision  is  made  for  possible  bad  loans,  to  un¬ 
divided  profits.  The  balance  thus  accumulated 
is  reduced  by  dividends  to  members  and  net  op¬ 
erating  losses,  if  such  should  be  the  resulting 
balance  of  the  profit  and  loss  account. 

“Your  committee  should  see  that  the  balances 
of  the  income  and  expense  accounts  were  carried 
to  the  profit  and  loss  account  and  that  80  percent 
of  the  net  profits  were  finally  transferred  to  the 
undivided  profits  account.  It  is  also  necessary 
for  you  to  satisfy  yourself  that  deductions  from 
the  accounts  for  dividends  were  correctly  com¬ 
puted  in  accordance  with  the  recorded  resolution 
of  the  members.” 
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Sixth  Meeting:  Auditing  Income  and  Expense  Accounts 


“T?0R  SEVERAL  MEETINGS  past,”  said 

I’  the  committee  chairman,  “we  have  been 
considering  the  various  ledger  accounts 
in  detail.  There  still  remains  one  major  class 
of  accounts  to  which  we  might  give  attention. 
These  are  the  income  and  expense  accounts. 
If  we  can  discuss  them  today  I  believe  we  shall 
have  pretty  well  rounded  out  our  understand¬ 
ing  of  the  work  to  be  done  in  verifying  the 
treasurer’s  records.  Is  that  not  the  case?” 

“I  believe  that  is  correct,”  replied  the  visitor. 
“Moreover,  I  do  not  think  we  shall  need  to 
spend  a  great  deal  of  time  on  these  accounts. 
The  income  of  your  credit  union  comes  prin¬ 
cipally  from  one  source  and  the  expenses  are 
usually  easy  to  examine  in  sufficient  detail. 

Fees  and  fines 

“Before  we  discuss  the  income  and  expense 
accounts,  however,  we  may  take  a  moment  to 
consider  the  minor  items  of  fees  and  fines, 
which  are  transferred  direct  to  the  reserve  for 
bad  loans. 

“As  you  know,  an  entrance  fee  of  25  cents 
must  be  collected  from  each  new  member.  A 
satisfactory  verification  of  fees  collected  can 
be  quickly  made  by  multiplying  25  cents  by  the 
number  of  members  admitted  during  the  period 
under  audit.  The  result  should  agree  with  the 
total  credits  to  the  fees  account  during  the 
period. 

Fines  not  so  simple 

“Fines  cannot  be  proved  by  such  a  simple 
computation.  However,  if  the  credit  union’s 
collection  policy  is  good,  fines  should  amount 
to  very  little.  It  is  usually  considered  satisfac¬ 
tory,  therefore,  to  check  a  sufficient  number  of 
the  detail  fines  to  assure  yourself  that  the  treas¬ 
urer’s  general  practice  is  correct,  and  that  if 
fines  are  waived  it  is  only  by  recorded  author¬ 
ity  of  the  board  of  directors.  With  that  brief 
comment  I  think  we  can  move  on  to  the  most 
important  income  account  of  a  Federal  credit 
union,  namely,  interest  on  loans.” 


“Right  there,”  said  a  committee  member,  “I 
would  like  to  ask  a  question.  I  have  been 
studying  this  interest  account  a  little  on  my 
own  hook,  and  I  find  that  there  is  one  impor¬ 
tant  difference  between  this  account  and  the 
share  and  loan  accounts. 

“When  a  member  makes  a  payment  to  shares 
or  a  repayment  on  a  loan,  the  amount  is  cred¬ 
ited  to  his  account  and  serves  either  to  increase 
his  share  total  or  decrease  his  loan  total.  In¬ 
terest  payments,  on  the  other  hand,  are  merely 
recorded  as  they  are  made  and  there  is  no  total 
or  balance  of  the  amounts  paid  by  each  bor¬ 
rower.  The  same  thing  is  true  of  the  entries 
in  the  member’s  passbook — outstanding  share 
and  loan  balances  are  shown  but  no  balance  is 
shown  for  the  interest. 

“Suppose,  now,  the  money  paid  in  on  shares 
or  loans  is  withheld  and  not  entered  in  the 
credit  union  books  but  is  entered,  as  usual,  in 
the  members’  passbooks.  There  you  have  a  dis¬ 
crepancy  which  shows  up  at  once  when  the 
passbooks  are  called  in  for  audit.  But  if  the 
money  withheld  is  that  which  has  been  paid  in 
on  interest  the  member’s  balance  is  not  dis¬ 
turbed,  either  in  the  ledger  or  in  his  passbook, 
and  there  is  no  discrepancy  in  balances  to 
catch  the  auditor’s  eye.  Is  not  that  the  case?” 

“That  is  quite  correct.” 

“Then  the  only  way  I  can  see  to  verify  in¬ 
terest  income  satisfactorily  would  be,  first  to 
compute  the  correct  amount  of  interest  on  each 
loan  collection  and  see  that  it  is  recorded  prop¬ 
erly  on  the  cash  received  voucher;  and,  second, 
to  add  up  each  day’s  interest  to  see  that  the 
totals  are  properly  entered  in  the  books. 

Would  take  much  time 

“But  that  would  require  an  unreasonable 
amount  of  time.  Besides,  it  does  not  seem  that 
it  should  be  necessary  to  retrace  each  detail 
step  taken  by  the  treasurer  in  his  daily  work. 
We  have  not  done  so  on  other  verifications,  and 
I  am  wondering  if  there  is  not  some  other  satis¬ 
factory  way  of  auditing  the  interest  account.” 
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“I  am  very  glad  you  brought  that  point  up,” 
said  the  expert,  “because  it  brings  out  a  very 
important  distinction  between  two  methods  of 
auditing.  It  is  a  distinction  which  has  been 
implied  through  all  our  past  discussion  of 
auditing  but  which  I  have  not  yet  taken  the 
time  to  elaborate  on. 

“Let  us  call  these  two  methods  of  auditing 
‘checking’  and  ‘proving.’  It  is  dangerous  to 
rely  entirely  on  either  of  them,  but  in  my 
experience  I  have  found  it  best  wherever  pos¬ 
sible  to  devise  ways  of  proving  the  correctness 
or  incorrectness  of  an  account. 

Checking  vs.  proving 

“The  inexperienced  auditor  is  likely  to  rely 
mostly  upon  time-consuming  checks  of  detail 
items.  He  becomes  lost  in  a  maze  of  detail 
and  often  fails  to  see  the  broad  picture  of  what 
he  is  trying  to  accomplish.  When  he  is  fin¬ 
ished,  he  might  say,  ‘I  know  these  figures  are 
right  because  I  have  checked  them.’  I  should 
like  to  say  to  him  then,  ‘But  can  you  prove 
they  are  right  V 

“Let’s  go  back  to  the  verification  of  fees 
which  we  discussed  a  few  minutes  ago.  Each 
item  could  be  checked,  of  course,  to  see  that 
each  fee  was  collected.  By  a  simple  computa¬ 
tion,  however,  we  are  able  to  prove  in  a  minute 
or  two  that  the  total  is  correct.  By  doing  so 
we  satisfy  ourselves  that  the  credit  union  re¬ 
ceived  the  correct  amount  from  the  source — 
and  after  all,  is  it  not  our  objective  to  see  that 
the  account  balances  reflect  accurately  the  con¬ 
dition  of  the  credit  union? 

“All  accounts,  however,  do  not  lend  them¬ 
selves  so  readily  to  such  definite  proofs.  Some¬ 
times  we  do  have  a  resort  entirely  to  the  check¬ 
ing  of  detail  items. 

“The  ^nethod  of  verifying  interest  income 
that  is  most  commonly  used  is  to  check  a  part 
of  the  collections  in  detail  and  leave  the  others 
untouched.  This  is  done  on  the  assumption 
that  the  partial  or  test  check  will  eventually 
disclose  any  practice  or  habit  of  diverting  in¬ 
terest  collections  to  improper  use.  Such  a  veri¬ 
fication  is  incomplete,  of  course,  and  requires  a 
considerable  amount  of  time  if  the  volume  of 


work  is  heavy,  and  if  a.  fair  percentage  of  the 
transactions  are  checked. 

Apply  proof  method 

“Now,  let's  consider  the  possibility  of  apply¬ 
ing  to  interest  income  the  ‘proof’  method  of 
verification.  This  account  cannot  be  proved 
with  the  ease  and  accuracy  of  the  fees  account, 
but  I  think  we  shall  be  able  to  apply  an  ap¬ 
proximate  proof  that  in  most  cases  will  assure 
us  that  the  account  is  substantially  correct. 
If  this  can  be  done,  it  seems  to  me  we  have 
accomplished  more  than  we  would  if  we  satis¬ 
fied  ourselves  only  that  a  portion  of  the  col¬ 
lections  are  correct  without  obtaining  an  indi¬ 
cation  as  to  whether  or  not  the  total  figure  is 
even  approximately  right. 

“To  understand  clearly  the  reasoning  behind 
the  proof,  let  us  consider  first  just  what  we  do 
when  we  check  the  amount  of  interest  collected 
on  a  single  loan  account  for  a  given  period  of 
time.  First,  we  determine  the  amount  outstand¬ 
ing  on  the  loan  for  the  period.  Then  we  com¬ 
pute  the  amount  of  interest  that  should  have 
been  collected.  The  next  step  is  to  see  that  the 
amount  so  computed  actually  went  info  the  in¬ 
come  account. 

Check  loans  together 

“So  let  us  see  if  two  loans  could  not  be  checked 
with  one  computation.  First,  we  would  deter¬ 
mine  the  combined  balance  outstanding  for  the 
period,  and  if  they  both  had  the  same  interest 
rate,  we  could  easily  compute  the  total  interest 
that  should  have  been  collected  on  the  com¬ 
bined  balance  for  the  period.  If  we  can  do  this 
for  two  loans,  then  why  cannot  the  same  be 
done  for  ten  loans,  or  a  hundred,  or  even  a 
thousand  ? 

“The  answer,  of  course,  is  that  in  most  credit 
unions,  it  can  be  done  approximately.  If  the  to¬ 
tal  amount  of  loans  outstanding  during  a  given 
period  could  be  accurately  determined,  then  it 
would  be  simple  to  compute  the  amount  of  inter¬ 
est  that  should  have  been  collected.  The  general 
ledger,  however,  only  shows  the  amount  out¬ 
standing  at  the  end  of  each  month.  From  these 
total  monthly  balances,  an  approximate  or  rough 
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average  can  usually  be  determined.  Inasmuch 
as  the  credit  union’s  business  usually  runs  along 
fairly  evenly  from  month  to  month,  the  com¬ 
mon  interest  rate  applied  to  this  average  theo¬ 
retically  should  produce  the  approximate 
amount  of  interest  that  should  have  been  col¬ 
lected  under  ordinary  circumstances. 

Factors  to  consider 

“Certain  factors,  of  course,  will  affect  the 
proof.  For  example,  interest  probably  will  not 
have  been  collected  on  delinquent  loans.  This 
will  have  to  be  taken  into  consideration  as  well 
as  the  collections  during  the  period  of  delin¬ 
quent  interest  accrued  prior  to  the  period  under 
audit.” 

“The  method  you  have  explained  seems  clear 
enough,”  said  the  committee  member,  “but  actu¬ 


ally  working  out  the  proof  may  be  somewhat 
difficult.  I  am  afraid  I  should  need  guidance 
beyond  a  discussion  of  the  theory  involved. 
How  can  we  get  that  guidance  when  we  are 
actually  putting  the  idea  into  practice?” 

“A  more  detailed  description  of  this  method 
of  verifying  interest  income  is  given  in  your 
Manual  of  Procedure  for  Supervisory  Commit¬ 
tees,”  said  the  visitor.  “If  the  example  shown 
in  that  booklet  is  followed,  you  should  have 
little  difficulty  in  applying  the  proof. 

Further  action 

“If  you  find  from  the  proof  that  there  is  an 
apparent  discrepancy  of  substantial  amount,  the 
detailed  computations  and  collections,  of  course, 
should  be  checked  to  determine  the  accuracy  of 
the  interest  collected  and  recorded.  On  the 


The  supervisory  committee  protects  not  only  the  interests  of  the  members  of  a  credit 
union  but  also  guards  everyone  connected  with  the  management  against  charges  of 
wrongdoing  and  inefficiency. 
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other  hand,  if  the  proof  indicates  that  approxi¬ 
mately  the  correct  amount  has  been  carried  to 
the  income  account,  further  checking  of  entries 
during  the  period  ordinarily  will  not  be  neces¬ 
sary  for  a  satisfactory  audit.” 

“I  believe  we  have  obtained  from  this  dis¬ 
cussion  an  understanding  of  how  to  proceed 
with  the  interest  on  loans  accounts,”  said  the 
chairman.  “Now,  we  might  consider  briefly 
the  verification  of  the  other  income  accounts/' 

Then  the  visitor  replied,  “The  other  income 
accounts  are  not  used  very  extensively  and 
ordinarily  do  not  amount  to  a  great  deal. 
Suppose  then  that  we  dispose  of  them  with  a 
very  general  statement.  The  first  step  in  their 
verification  should  be  to  determine  as  accu¬ 
rately  as  possible  the  amount  of  the  income 
.that  the  credit  union  should  have  received. 
Then  see  that  the  proper  amounts  actually  went 
into  the  appropriate  income  accounts. 

Interest  on  bonds 

“An  example  of  this  would  be  interest  on 
bonds  owned  by  the  credit  union.  By  an  in¬ 
spection  of  the  asset  account,  you  can  deter¬ 
mine  the  amount  of  bonds  owned  at  all  times 
during  the  period.  Then  by  considering  the 
interest  rate,  the  interest  payment  dates,  and 
accrued  interest  at  the  time  the  bonds  are  pur¬ 
chased  and  sold,  you  can  easily  compute  the 
amount  of  interest  on  the  bonds  that  should 
appear  in  the  income  from  investments 
account.” 

“It  seems  to  me,”  said  the  chairman,  “that 
the  only  thing  left  in  this  part  of  our  discus¬ 
sion  now  is  to  consider  the  expense  accounts. 
Can  you  give  us  some  help  on  those?” 

“Our  discussion  of  the  audit  of  these  ac¬ 
counts  also  can  be  confined  mostly  to  general 
statements,”  said  the  visitor.  “As  you  know, 
the  directors  have  the  power  to  authorize  ex¬ 
penses  except  in  those  cases  where  approval  by 
the  members  is  required.  Of  course,  there  are 
small  items  of  expense  like  postage,  etc.,  that 
may  be  incurred  by  the  treasurer  without  prior 
approval  of  the  board.  This  is  necessary  in 
order  for  him  to  carry  out  the  details  of  his 


daily  work.  These  items,  however,  should  be 
approved  by  the  directors  at  their  next  meet¬ 
ing.  Their  acceptance  and  approval  of  the 
treasurer’s  financial  and  statistical  report, 
which  shows  the  expenses,  may  ordinarily  be 
considered  as  sufficient  evidence  of  approval  of 
these  expenditures,  although  it  is  much  better 
to  have  the  board  authorize  in  advance  a  lim¬ 
ited  amount  for  these  expenses. 

Check  authority  for  expenses 

“The  first  step  in  auditing  the  expenses  then 
is  to  see  that  they  are  incurred  according  to  the 
required  authorizations.  Especial  care  should 
be  taken  to  see  that  the  treasurer’s  salary  is  au¬ 
thorized  by  the  members  in  the  specific  amount 
received  by  that  officer.  The  authority  to 
designate  the  amount  of  this  salary  must  not 
be  delegated  to  the  board.  The  members  them¬ 
selves,  as  prescribed  by  the  bylaws,  must  set 
the  amount.  Salaries  to  clerical  employees, 
etc.,  may  properly  be  authorized  by  the  board 
of  directors. 

Are  expenses  legal? 

“You  should  scrutinize  the  expenses  to  see 
that  they  are  for  purposes  that  are  legal.  For 
example,  you  should  take  exception  to  any  sal¬ 
ary  j)aid  to  any  official  of  the  credit  union 
other  than  the  treasurer.  Such  salaries  are  not 
permissible  unless  they  are  for  clerical  assist¬ 
ance  to  the  treasurer. 

“Another  example  of  an  improper  expense 
would  be  a  donation  or  contribution.  The  di¬ 
rectors  have  no  right  to  give  away  the  assets 
of  the  credit  union  unless  100  percent  of  the 
members  give  their  approval. 

“Your  committee  should  also  make  reason¬ 
ably  sure  that  cash  disbursements  for  expenses 
were  actually  paid  to  the  proper  persons  or 
companies. 

“I  think  you  should  give  special  thought  also 
to  the  cash  over  and  short  account.  It  is  only 
natural  that  anyone  handling  cash  and  making 
change  will  sometimes  make  errors  of  small 
amount.  The  cash  over  and  short  account  is 
provided  for  recording  the  loss  or  gain  from 
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such  innocent  errors.  Your  committee,  how¬ 
ever,  should  analyze  the  account  to  see  that  it 
is  not  being  used  for  discrepancies  of  a  more 
serious  type. 

“If  differences  occur  frequently  and  if  a 
large  balance  accumulates  in  the  account,  you 


will,  of  course,  have  an  indication  of  careless¬ 
ness  or  perhaps  wilful  mishandling  of  funds. 
You  would  then  wish  to  make  recommendations 
to  the  directors  for  improvement  or  perhaps 
even  take  appropriate  action  yourselves  to  pro¬ 
tect  the  interests  of  the  members.” 


Seventh  Meeting:  Following  Proper  Credit  Union  Procedure 


iiX  N  OUR  TALKS  about  the  functions  of 
your  committee,”  said  the  expert,  “we 
have  for  some  time  been  discussing  the 
technique  of  auditing,  or  finding  facts.  You 
recall  that  early  in  these  talks  I  spoke  of  two 
objectives  in  our  fact-finding.  The  first  was 
to  verify  the  existence  of  assets  and  liabilities 
as  shown  in  the  accounts.  The  second  was  to 
determine  whether  or  not  there  are  departures 
from  established  policies  and  prescribed 
practices. 

“Up  to  this  time  we  have  concentrated  our 
attention  on  the  first  of  these  objectives.  I  be¬ 
lieve  we  have  now  discussed  pretty  thoroughly 
the  technique  of  verifying  the  assets  and  lia¬ 
bilities  as  shown  by  the  usual  accounts  of  a 
credit  union.  This  evening  we  may  turn  our 
attention  to  the  second  objective.  That  brings 
us  to  the  question  of  how  we  can  discover 
whether  correct  practices  and  policies  are  fol¬ 
lowed  and  what  the  infractions  to  the  rules  are 
that  we  should  look  for. 

Operating  rules  stated 

“The  rules  by  which  your  credit  union  should 
operate  are  set  forth  in  the  Federal  Credit  Union 
Act,  the  bylaws,  the  accounting  manual,  commu¬ 
nications  from  the  Farm  Credit  Administra¬ 
tion,  and  the  minutes  of  your  board  of  directors. 
A  familiarity  with  these  documents  and  papers, 
of  course,  is  primarily  essential  if  you  are  to 
determine  whether  or  not  your  credit  union  is 
actually  following  proper  practice.  The  rules 
of  operation  are  too  numerous  for  us  to  discuss 
them  all  in  detail,  but  for  illustration,  we  can 
consider  some  of  those  that  are  important  and 


that  are  more  often  broken  to  the  harm  of  credit 
unions. 

“First  let  us  consider  a  rule  of  operation  that 
pertains  to  that  all  important  asset  of  cash. 

“You  will  find  that  article  XV  of  your  bylaws 
requires  that  cash  receipts  shall  be  deposited  in 
the  bank  within  a  limited  period  of  time.  If 
this  article  of  your  bylaws  has  not  been  amended, 
that  time  limit  is  one  week  for  amounts  of  $100 
or  less  and  48  hours  for  amounts  in  excess  of 
$100. 

“You  can  determine  whether  or  not  the  general 
practice  of  the  credit  union  conforms  to  this  rule 
by  taking  two  steps.  First,  inspect  the  dates 
on  a  fairly  large  number  of  cash-received  vouch¬ 
ers  to  see  that  the  respective  summary  vouchers 
are  prepared  for  the  receipts  of  only  one  busi¬ 
ness  day.  Then,  compare  the  dates  on  the  sum¬ 
mary  vouchers  with  the  dates  appearing  in  the 
bank  passbook  to  see  that  each  day’s  receipts 
were  deposited  before  the  expiration  of  the  time 
limit. 

“I  am  sure  you  understand  that  the  recon¬ 
cilement  of  cash  as  previously  discussed  could 
show  that  the  proper  amount  is  on  hand  or  in  the 
bank  while  this  further  investigation  might 
show  that  at  the  same  time  the  practice  of  han¬ 
dling  cash  is  not  in  line  with  a  rule  that  has 
proved  itself  a  valuable  safeguard. 

“Your  committee  may  find  that  the  operating 
officials  ignore  this  rule  because  they  feel  other 
factors  provide  sufficient  safety  for  funds  held 
on  hand  for  longer  periods  of  time. 

“The  members,  however,  have  a  right  to  expect 
that  their  funds  will  be  safeguarded  according  to 
the  rules  laid  down  in  the  bylaws  they  have 
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adopted  and  not  necessarily  according  to  the 
ideas  of  someone  who  may  feel  another  safe¬ 
guard  is  a  good  substitute.  Moreover,  safe¬ 
guards  such  as  this  act  as  a  protection  to  the 
treasurer  even  though  he  may  not  realize  it. 

Effect  of  laxity 

“An  example  of  this  came  to  my  attention 
only  a  few  months  ago.  The  company  among 
whose  employees  the  credit  union  operated  had 
a  safe  in  a  convenient  place.  The  walls  of  that 
safe  were  6  inches  thick  and  certainly  appeared 
formidable. 

“The  treasurer  carried  out  his  duties  in  a  clean 
and  businesslike  manner.  His  books  and  rec¬ 
ords  were  considered  a  model  of  perfection, 
but  because  of  the  convenient  and  strong-appear¬ 
ing  safe,  he  felt  there  was  no  necessity  for  mak¬ 
ing  frequent  deposits  in  the  bank.  Apparently 
the  other  officials,  including  the  supervisory 
committee,  agreed  wTith  him. 

“Then  one  night  the  unexpected  happened. 
The  safe  was  opened  quite  easily  by  burglars 
and  $1,300  of  credit  union  cash  was  stolen. 
Of  that  amount  $700  should  have  been  de¬ 
posited  in  the  bank  according  to  bylaw  require¬ 
ments.  To  that  extent,  the  board  of  directors 
felt  there  was  a  loss  caused  by  the  failure  on 
the  part  of  the  treasurer  to  perform  his  duties 
faithfully.  He  was  given  an  opportunity  to 
pay  the  amount  out  of  his  own  pocket  and 
thus  avoid  a  claim  against  his  bond.  The 
treasurer  realized  the  justice  of  the  decision 
of  the  board  and  managed  to  raise  the  money 
at  considerable  hardship  to  himself  and  his 
family.  The  remaining  loss  of  $600  was  borne 
by  the  credit  union. 

“This  story  illustrates  the  protection  the 
supervisory  committeee  can  give  to  the  operat¬ 
ing  officials  by  investigating  the  practices  that 
are  followed  as  well  as  the  amount  and  value 
of  the  assets.  Had  that  committee  been  more 
careful  to  see  that  established  rules  were  fol¬ 
lowed,  the  harshness  of  the  blow  would  have 
been  eliminated  for  the  treasurer  at  least. 

“Many  such  actual  cases  have  shown  that 
the  various  rules  of  operation  have  sound  rea¬ 
sons  behind  them  and  that  the  safeguards 


which  they  provide  are  definitely  needed  even 
though  that  need  may  not  be  apparent  until 
some  disaster  brings  it  cruelly,  to  the  front. 

“I  think  it  is  in  order  for  us  to  mention  a 
few  other  rules  of  operation  that  may  some¬ 
times  be  overlooked. 

“Your  committee  should  see  that  the  treas¬ 
urer  makes  a  practice  of  balancing  the  subsidi¬ 
ary  ledgers  with  the  general  ledger  controls  at 
the  end  of  each  month.  At  the  time  of  your 
quarterly  audits  you  can  easily  ask  the  treas¬ 
urer  to  produce  his  lists  of  accounts  or  adding 
machine  tapes  to  show  that  the  ledgers  were 
balanced  for  each  of  the  months  under  audit. 
In  this  way,  you  can  determine  in  a  few 
minutes  whether  or  not  this  important  rule 
of  operation  is  being  followed. 

Check  with  bank  records 

“Another  very  good  rule  of  operation  is  the 
requirement  that  the  cash  account  be  reconciled 
with  the  records  of  the  bank  at  the  end  of 
each  month.  It  is  not  enough  for  your  com¬ 
mittee  to  see  that  the  correct  amount  of  cash 
is  on  hand  or  in  the  bank  at  the  end  of  the 
quarter.  You  will  wish  also  to  make  sure  that 
the  treasurer  follows  the  practice  of  checking 
his  own  accounts  regularly  with  the  bank. 
This  practice  can  be  investigated  quite  easily 
and  quickly  by  inspecting  the  bank  reconcile¬ 
ment  forms  that  should  be  filled  out  and  filed 
in  the  binder  containing  the  other  general 
records. 

“Borrowing  bv  directors  and  committee 
members  in  excess  of  their  shareholdings,  as 
you  know,  is  prohibited  by  law.  Yet  officials 
will  sometimes  evade  that  rule  by  subterfuge. 
This  usually  is  accomplished  by  a  loan  which 
according  to  the  record  is  made  to  a  member 
of  the  official’s  family,  when,  in  fact,  it  is  made 
purely  for  the  official  himself.  Such  a  loan 
is  in  violation  of  the  intent  of  the  rule  of  op¬ 
eration  laid  down  in  the  act  of  Congress,  even 
though  it  may  be  well  secured  and  approved 
by  the  credit  committee. 

“Therefore,  while  verifying  the  asset  of  loans 
as  discussed  in  one  of  our  previous  meetings, 
your  committee  should  not  only  see  that  loans 
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made  directly  to  officials  are  in  accordance 
with  the  law,  but  you  should  also  scrutinize 
carefully  any  loans  to  wives,  husbands,  and 
other  members  of  the  families  of  officials  to  see 
that  in  these  transactions  there  is  no  attempt 
to  circumvent  the  law. 

“The  bond  coverage  on  persons  handling 
funds  of  the  credit  union  is  a  matter  that 
should  be  given  attention  by  your  committee. 

“The  directors  are  charged  with  the  respon¬ 
sibility  of  fixing  the  amounts  of  surety  bonds. 
In  determining  the  bond  protection  that  is  ade¬ 
quate  they  should  consider  the  experience  of 
credit  unions  generally  and  not  allow  them¬ 
selves  to  be  unduly  influenced  by  their  personal 
good  opinion  of  those  intrusted  with  credit 
union  funds. 

Bond  coverage  recommended 

“The  Federal  Credit  Union  Section  has  made 
a  study  of  the  amount  of  the  bond  coverage 
that  appears  desirable,  from  the  experience  of 
thousands  of  credit  unions.  As  a  result  of  this 
study,  a  minimum  schedule  of  recommended 
coverage,  based  upon  total  assets,  has  been  pre¬ 
pared.  The  schedule  is  shown  on  page  18  of 
your  manual  of  procedure  for  supervisory  com¬ 
mittees.  When  deciding  whether  or  not  the  di¬ 
rectors  have  provided  adequate  coverage,  how¬ 
ever,  your  committee  will  also  wish  to  consider 
circumstances  peculiar  to  your  own  credit  union 
which  may  call  for  coverage  in  addition  to 
the  minimum  recommendation.  Some  factors 
to  be  considered  are  listed  on  page  19  of  your 
manual. 

Must  investigate  loan  follow  up 

“One  of  the  most  important  practices  of  the 
credit  union  that  your  committee  should  inves¬ 
tigate  is  the  follow-up  on  delinquent  loans. 
You  will  wish  to  see  that  a  current  list  of 
delinquencies  is  studied  by  the  board  at  each 
monthly  meeting. 

“Your  committee  should  also  investigate  to 
see  that  delinquencies  of  long  standing  are  re¬ 
ceiving  vigorous  attention  by  the  board  or  those 
appointed  for  this  work. 


“If  you  find  that  the  percentage  of  delinquent 
loans  is  increasing,  you  will  wish  to  use  your 
influence  to  have  correction  made  of  the  prac¬ 
tices  that  are  causing  the  unhealthy  condition.” 

“The  operating  rules  you  have  mentioned,” 
said  a  committee  member,  “seem  to  deal  en¬ 
tirely  with  the  safeguarding  of  assets.  Does 
this  hold  true  in  all  our  investigations  of  prac¬ 
tices,  or  do  we  make  similar  checks  of  the  records 
from  other  viewpoints?” 

“There  is  one  other  broad  viewpoint  you 
should  take  when  you  look  into  the  practices 
and  policies  of  your  credit  union,”  replied  the 
visitor.  “You  will  wish  to  see  that  the  funda¬ 
mental  purpose  of  service  to  members  is  being 
achieved  to  the  greatest  possible  extent  con¬ 
sistent  with  safety  and  the  spirit  of  mutual 
cooperation.  With  this  thought  in  mind  you 
perhaps  will  be  interested  in — 

“1.  The  rate  of  growth  in  number  of  mem¬ 
bers,  especially  if  you  have  not  reached  a  large 
majority  of  those  eligible  for  membership. 

“2.  The  extent  to  which  the  loan  needs  of 
the  members  are  being  served  by  the  credit 
union;  and — 

“3.  The  progress  being  made  in  building 
habits  of  thrift  within  the  group. 

Tests  furnish  answers 

“Several  tests  may  be  made  to  find  the  an¬ 
swers  to  these  questions.  To  determine  the 
rate  of  growth  in  number  of  years,  it  is  quite 
easy  to  compute  as  of  various  dates  in  the  life 
of  the  organization  the  percentage  of  the  po¬ 
tential  field  that  have  joined  the  credit  union. 
This  will  show  the  progress  made  during  the 
different  periods  in  selling  the  group  upon  the 
first  step  in  the  cooperative  venture. 

“When  you  consider  the  question  of  whether 
or  not  the  loan  needs  of  the  group  are  being 
adequately  served,  you  will  no  doubt  be  inter¬ 
ested  first  in  the  percentage  of  shares  that  are 
outstanding  in  loans.  For  example,  if  the 
loans  amount  to  90  percent  of  the  total  of 
shares  outstanding,  you  may  conclude  that  loan 
service  generally  is  keeping  pace  with  the  ac¬ 
cumulation  of  working  capital.  It  might  be 
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entirely  incorrect,  however,  to  assume  that  this 
means  the  loan  needs  of  the  members  are  being 
served  as  well  as  possible.  It  would  still  be 
very  probable  that  many  persons  in  the  field 
of  membership  are  borrowing  from  outside 
sources  at  high  rates  of  interest  without  being 
conscious  of  the  loan  benefits  they  might  share 
in  their  own  cooperative  organization. 

“In  such  a  case,  however,  greater  lending 
activity  cannot  be  achieved  until  more  capital 
is  obtained.  Also,  while  it  is  usually  possible 
to  borrow  funds  for  lending  to  members,  it  is 
ordinarily  a  better  practice  to  obtain  the  needed 
money  from  the  savings  of  members.  This 
carries  out  better  the  idea  of  cooperative  fi¬ 
nance  and  helps  to  create  within  the  group  a 
feeling  of  self-reliance. 

“We  have  now  quite  naturally  come  to  the 
all-important  subject  of  building  habits  of 
thrift  within  the  group.  If  regular  and  sys¬ 
tematic  saving  is  practiced  by  a  larger  per¬ 
centage  of  the  potential  membership,  working 
capital  for  needed  loans  will  gradually  accumu¬ 
late  and  the  volume  of  loans  will  grow  more 
in  proportion  to  the  ability  of  the  officers  to 
take  on  greater  responsibility. 

Find  average  shares 

“The  first  step  in  determining  the  extent  to 
which  habits  of  systematic  savings  are  being 
formed  perhaps  is  to  compute  the  average 
shareholding  of  the  members  at  various  dates 
in  the  life  of  the  credit  union.  This  will  show 
the  increase  or  decrease  during  various  periods, 
but  a  large  increase  may  not  mean  that  the 
rank  and  file  of  members  are  adding  to  their 
shares.  The  increase  may  be  caused  instead 
by  large  deposits  by  persons  who  are  looking 
only  for  dividends  on  their  investment,  with 
no  thought  of  cooperating  for  service  to  the 
group.  For  example,  one  supervisory  commit¬ 
tee  found  upon  a  thorough  analysis  that  12 
percent  of  the  members  owned  71  percent  of 
the  shares  and  that  49  percent  of  the  member¬ 
ship  owned  only  3  percent  of  the  shares.  In 
that  particular  case,  the  average  share  balance 
was  quite  high  and  had  shown  a  substantial  in¬ 
crease;  yet  it  was  apparent  that  the  rank 


and  file  of  the  members  were  not  saving: 
systematically. 

“If  your  committee  finds  facts  such  as  these 
in  your  credit  union,  you  will  wish  to  probe 
deeper  to  learn  the  cause.  You  may  find  one  or 
more  of  several  reasons  behind  a  general  lack  of 
service  to  members.  Some  of  these  are : 

1.  Failure  to  inform  the  members  about  the 
purpose  of  the  credit  union  and  how  it  operates. 

2.  Unpopular  operating  officials. 

3.  Unsound  practices  that  tend  to  undermine 
confidence  in  the  organization. 

4.  Loan  policies  that  are  unnecessarily  strict 
and  therefore  stand  in  the  way  of  rendering  help 
to  many  who  need  and  deserve  it. 

5.  Lack  of  understanding  and  sympathy  on 
the  part  of  the  management  of  the  company 
where  the  credit  union  operates. 

6.  Lack  of  proper  facilities  and  organization 
where  communication  between  the  members  and 
the  credit  union  is  inconvenient  for  various 
reasons. 

“Other  factors  may  be  responsible  for  a  lack 
of  service,  but  usually  the  trouble  can  be  traced 
directly  to  lack  of  knowledge  and  understanding 
by  the  members. 

“Your  committee  will  wish  to  accumulate  and 
interpret  all  possible  facts  before  attempting 
to  recommend  a  program  of  corrective  action. 

“Numerous  other  operating  rules  and  policies 
could  be  enumerated  and  discussed  if  time  per¬ 
mitted.  The  ones  I  have  mentioned,  however, 
will  serve  to  illustrate  that  your  audit  should 
not  end  with  the  verification  of  the  existence  of 
assets  and  liabilities  as  shown  by  the  records. 

“If  you  have  followed  my  line  of  thought  you 
will  probably  see  that  our  discussion  can  be 
summed  up  by  saying  that  through  a  well- 
rounded  audit  you  should  attempt  to  determine 
whether — 

“1.  The  assets  and  liabilities  are  actually  as 
shown  by  the  records. 

“2.  The  assets  are  safeguarded  according  to 
prescribed  standards. 

“3.  The  credit  union  is  fulfilling  its  basic  pur¬ 
pose  of  bringing  cooperative  thrift  and  credit 
service  to  its  field  of  membership.” 
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Eighth  Meeting:  When  the  Committee  Takes  Action 


44 AS  THIS  is  my  final  visit  with  you,  for 
/A  the  present  at  least,”  said  the  expert  on 
credit-union  procedure,  “I  want  to  round 
out  our  whole  study  of  your  committee’s  activi¬ 
ties  by  considering  how  and  when  you  should 
take  action  on  your  findings.  First,  though, 
let’s  take  a  moment  to  look  back  and  get  a  bird’s- 
eye  view  of  the  ground  we  have  covered. 

“You  remember  that  early  in  our  talks  we 
found  that  the  committee’s  job  is,  first,  to  inform 
itself  fully  on  how  the  credit  union  is  being 
run,  and  then  to  make  such  recommendations  or 
take  such  action  as  the  facts  seem  to  justify. 

Audit  has  two  objectives 

“The  main  fact-finding  process  as  a  rule  is 
the  regular  3-month  audit,  with  its  two  chief 
objectives,  as  mentioned  on  my  last  visit.  We 
drew  up  a  suggested  plan  for  conducting  the 
audit,  beginning  with  the  counting  of  the  cash 
and  proceeding  with  an  examination,  in  a  stated 
order,  of  the  various  classes  of  accounts.  We 
took  up  each  of  the  important  accounts  in  turn 
and  mentioned  a  number  of  points  to  keep  an  eye 
on  in  connection  with  each.  Then  we  discussed 
the  task  of  checking  up  on  proper  procedure. 
That  now  brings  us  down  to  the  present. 

Action  is  main  thing 

“Please  note,  however,  that  in  our  previous 
discussion  we  have  been  mainly  concerned  with 
the  uncovering  of  facts.  But  as  I  stated  once 
before,  this  is  really  the  less  important  part  of 
the  committee’s  job.  It  properly  leads  up  to 
some  kind  of  action,  and  the  action  itself, 
whether  immediate  or  long-range,  is  the  main 
thing.  At  the  supervisory  committee  classes 
now  being  held  in  various  parts  of  the  country 
the  point  is  neatly  stated  in  the  folowing  sum¬ 
mary  of  committee  functions: 

A.  Know  what  your  credit  union  should  he. 

B.  Know  what  your  credit  union  actually  is. 

C.  Help  make  your  credit  union  what  it 
should  be.  The  whole  purpose  of  your  action  is 
simply  to  ‘raise  B  up  to  A.’  ” 


“I  think  that  point  is  clear  to  all  of  us,” 
said  the  chairman,  “but  we  are  perhaps  not  so 
clear  as  to  what  constitutes  appropriate  action 
by  the  committee.  I  remember  we  discussed 
that  at  some  length  on  your  first  visit  with  us. 
Now  that  we  have  spent  much  time,  over  the 
last  several  months,  in  reviewing  our  fact¬ 
finding  duties  perhaps  it  would  be  well  to  come 
back  to  the  subject  of  proper  action  and  con¬ 
sider  it  in  the  light  of  what  we  have  learned.” 

“Yes,  I  think  it  would  be  well  worth  while,” 
said  the  expert.  “Let  us  say,  now,  that  you 
have  completed  your  examination  of  the  affairs 
of  the  credit  union  as  of  a  given  date.  Pre¬ 
sumably  you  are  familiar  with  its  whole  con¬ 
dition.  And  now  what? 

“I  can  hardly  do  better  than  to  refer  again 
to  the  classes  I  mentioned  and  borrow  from 
them  the  text  of  a  chart  used  in  the  opening 
lectures.  It  outlines  the  steps  the  committee 
can  take  in  helping  to  make  the  credit  union 
what  it  should  be.  The  items  on  the  chart 
appear  as  follows: 

1.  REPORTS  TO: 

a.  Board  of  directors. 

b.  Members. 

c.  United  States  Government. 

2.  DISCUSSIONS  WITH  OPERATING  OFFICIALS. 

3.  FOLLOW-UP  ON : 

a.  Your  recommendations. 

b.  United  States  Government  instructions  and 

recommendations. 

4.  DISCUSSION  WITH  GOVERNMENT  REPRE¬ 

SENTATIVES. 

5.  FORCEFUL  ACTION : 

a.  Suspension. 

b.  Appeal  to  members. 

“You  can  readily  appreciate  that  the  audit 
would  be  of  little  value  if  the  information  dis¬ 
closed  by  it  were  kept  secret.  The  first  step, 
then,  in  securing  improvement,  is  to  make  ade¬ 
quate  reports  on  the  audit,  as  the  outline 
indicates. 

“Frequently,  however,  the  reports  need  dis¬ 
cussion  and  verbal  explanations  to  bring  home 
to  the  operating  officials  the  importance  of 
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correcting  mispractices  and  otherwise  effecting 
improvements.  In  logical  sequence,  then,  we 
come  to  the  second  point,  ‘Discussions  with 
operating  officials.’  These  discussions  should 
be  held  not  only  with  individuals  but  also  with 
the  whole  credit  union  management  through 
joint  meetings  with  the  credit  committee,  the 
educational  committee,  and  the  board  of  direc¬ 
tors.  Certainly  the  supervisory  committee, 
unless  special  conditions  make  the  course  inad¬ 
visable,  should  talk  things  over  freely  with  the 
other  officials  before  trying  to  bring  about  im¬ 
provements  through  more  drastic  action. 

Should  follow  through 

“The  supervisory  committee,  however,  should 
not  drop  the  matter  when  all  irregularities 
have  been  thoroughly  discussed  and  its  recom¬ 
mendations  and  suggestions  have  been  made 
clear.  It  should  ‘follow  through.’ 

“That  brings  us  to  the  third  point  on  the 
chart.  The  job  of  making  corrections  is  only 
begun  when  the  committee  makes  its  recom¬ 
mendations.  To  finish  the  job  it  must  see  what 
action  is  taken  to  carry  out  its  recommenda¬ 
tions.  In  other  words  it  is  not  merely  an  ad¬ 
visory  committee  but  a  supervisory  committee. 
And  this  follow-up  procedure,  moreover,  should 
apply  not  only  to  its  own  corrective  sugges¬ 
tions  but  also  to  those  of  the  Government  offi¬ 
cials  (the  credit-union  examiners  and  the  field 
men  of  the  Credit  Union  Section)  whose  prov¬ 
ince  it  is  to  help  the  credit  union  keep  its  affairs 
in  order.” 

“Suppose  we  do  follow  up  all  these  recom¬ 
mendations,”  said  a  committee  member,  “and 
we  still  fail  to  get  satisfactory  results.  What 
steps  should  we  take  then?” 

“You  have  certain  powders  which  you  can 
exercise,”  replied  the  expert,  “but  before  in¬ 
voking  them  let  me  suggest  that  you  take  the 
action  covered  by  point  No.  4  in  the  outline, 
that  is,  get  in  touch  with  the  Federal  credit 
union  representative  for  your  territory.  You 
can  do  that  either  by  seeing  him  personally 
wffien  he  is  in  town  or  by  writing  or  wiring  to 
the  Credit  Union  Section  and  asking  to  have 
him  sent  to  you. 


“This  field  man  will  give  you  the  benefit  of 
his  experience  with  many  other  credit  unions, 
quite  possibly  involving  the  very  problems 
with  which  you  are  confronted.  He  will  also 
lend  a  hand  in  any  further  action  that  may 
seem  desirable.  He  may  be  able  to  persuade 
the  operating  officials  of  your  credit  union  to 
change  their  policies  and  practices  and  thereby 
bring  the  entire  matter  to  a  satisfactory  con¬ 
clusion.  It  is  always  best,  of  course,  to  bring 
about  the  necessary  corrections  by  discussion 
and  explanation,  if  that  can  be  done,  rather 
than  by  drastic  measures,  and  his  first  efforts 
will  be  directed  toward  that  end. 

May  have  to  act 

“If  that  fails,  however,  your  committee  may 
be  compelled  to  take  forceful  action.  Usually 
that  means,  as  a  first  step,  suspending  one  or 
more  officials  of  the  credit  union  and  then,  as 
the  bylaws  require,  bringing  the  entire  matter 
before  a  meeting  of  the  members.  That  is  ser¬ 
ious  action  and  your  committee  should  see  that 
each  step  is  properly  taken.  The  field  repre¬ 
sentative  will  give  you  the  necessary  guidance 
in  technical  procedure. 

“I  hope  that  matters  will  not  come  to  such 
a  pass  in  your  credit  union,  and  judging  from 
the  experience  of  others  it  is  not  likely  that 
they  will.  The  question  whether  they  will  or 
not  really  lies  largely  in  your  own  hands.  If 
the  supervisory  committee  keeps  itself  alert  to 
detect  and  straighten  out  the  minor  defects  in 
operation  it  is  most  unlikely  that  these  defects 
will  have  a  chance  to  grow  into  dangerous 
tendencies.” 

“Our  general  line  of  action  seems  plain 
enough,”  said  a  committee  member,  “but  I  sus¬ 
pect  that  in  carrying  it  out  we  might  run  into 
a  numbeh  of  question  marks.  Could  you  in¬ 
dicate,  as  an  example,  just  what  course  we 
should  take  in  dealing  with  a  specific  case? 
Let’s  say  we  have  become  suspicious  that  a 
serious  shortage  exists.  What  should  we  do 
about  it?” 

“I  would  not  like  to  lay  down  any  ironclad 
rule  of  procedure,”  replied  the  visitor.  “Your 
action  should  be  governed  by  the  circumstances 
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ill  each  particular  case.  Generally  speaking, 
however,  I  should  say  that  first  of  all  you 
should  quietly  make  as  thorough  a  check  as  you 
reasonably  can  before  voicing  your  suspicions. 

“It  may  turn  out,  for  example,  that  the  ap¬ 
parent  discrepancy  is  due  to  an  error  of  your 
own  in  calculation  or  in  other  routine  work  of 
auditing.  Or  it  may  be  due  to  amateur  or  care¬ 
less  bookkeeping  which  a  closer  examination 
would  uncover.  But  if  there  is  still  reason  to 
think,  after  all  this  checking  and  rechecking, 
that  a  shortage  exists,  then  the  thing  to  do  is 
to  send  a  wire  at  once  to  the  Credit  Union 
Section  in  Washington,  indicating  that  an  ap¬ 
parent  shortage  has  been  discovered.  It  is  de¬ 
sirable  to  take  this  step  before  making  final 
recommendation  to  the  board  of  directors. 


“The  Credit  Union  Section  will  immediately 
direct  one  of  its  field  men  to  call  and  look  into 
the  whole  situation.  Many  legal  technicalities 
are  involved  which  your  committee  will  find  the 
field  representative  can  clarify.  The  commit¬ 
tee  will  probably  be  unfamiliar  with  such  mat¬ 
ters  as  bond  coverage,  the  time  limit  for  re¬ 
porting  to  the  surety  company,  filing  a  claim, 
arranging  for  an  official  examination  report  if 
one  is  found  necessary,  etc.,  and  the  guidance 
of  the  field  representative  will  be  extremely 
valuable  in  making  sure  that  the  entire  situa¬ 
tion  is  cleared  up  as  expeditiously  as  possible. 

“A  much  more  common  irregularity  which 
you  may  run  into  is  the  failure  of  the  ledgers 
to  balance.  This  is  not  a  matter  to  be  passed 
over  casually,  because  it  may  turn  out  to  be  a 
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The  supervisory  committee,  functioning  properly,  stands  as  the  permanent  protector 
of  the  credit  union  and  its  members  against  the  ever-present  possibility  of  attack  by 
subversive  forces.  Its  job  is  to  be  always  "on  guard"  against  these  enemies. 
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real  danger  signal.  At  any  rate,  if  the  condi¬ 
tion  continues  very  long  it  spells  trouble  for 
the  credit  union. 

“The  supervisory  committee  should  insist 
that  records  be  balanced  by  the  treasurer  each 
month.  If  the  treasurer  fails  to  bring  them 
thus  into  balance  your  committee  should  first 
try  to  persuade  him  to  correct  his  practice.  If 
he  still  does  not  do  so  the  the  matter  should  be 
taken  up  with  the  board  of  directors,  with  a 
very  strong  recommendation  that  the  directors 
see  to  it  that  the  present  treasurer  keeps  his 
records  in  balance  or  that  they  select  someone 
for  the  office  who  will  do  so.  If  the  board  does 
not  take  action  then  the  supervisory  committee 
can  resort  to  the  alternative  of  calling  in  the 
representative  of  the  Credit  Union  Section  and 
finally,  if  necessary,  suspending  the  inefficient 
treasurer. 

“Of  course,  the  amount  by  which  the  ledgers 
are  out  of  balance  will  have  a  good  deal  to  do 
with  determining  the  appropriate  action  to  be 
taken.  For  example,  a  $200  difference  would 
be  much  more  serious  than  a  small  discrepancy 
of  10  cents. 

Not  mere  police 

“These  are  examples  of  dangers  or  loose 
practices  against  which  you  should  be  on  guard. 
It  would  be  a  mistake,  however,  for  the  com¬ 
mittee  to  get  into  a  mere  ‘policing’  state  of 
mind,  and  I  don’t  believe  you  would  want  to 
do  so.  There  is  the  constructive  side  of  your 
work  which  no  doubt  will  prove  more  pleasant 
and  congenial  to  you  and  which,  at  the  same 
time,  can  be  made  extremely  beneficial  to  your 
organization. 

“I  have  already  mentioned  several  indica¬ 
tions  of  progress  or  the  lack  of  it  in  your  credit 
union  which  you  would  do  well  to  watch.  The 
question  still  remains,  ‘What  can  be  done  if 
progress  is  unsatisfactory,  if  business  tends  to 
stagnate,  if  the  credit  union  continues  to  serve 
only  a  small  part  of  the  people  it  should,  etc.?’ 

“These  are  challenges  to  your  own  initiative. 
Think  over  the  particular  problems  which  your 
examinations  reveal  to  be  present,  and  see  if 


you  can  suggest  means  by  which  they  might  be 
remedied.  Then  pass  your  ideas  along  to  the 
officers  and  the  rest  of  the  management  and  urge 
that  these  ideas  be  put  into  effect,  or  at  least  fully 
considered.  I  think  you  will  find  that  this  will 
be  the  most  stimulating  and  enjoyable  part  of 
your  whole  job.  It  is  creative  work,  and  while 
engaging  in  it  you  can  watch  the  credit  union 
grow  under  your  own  hands. 

“As  to  methods  and  mediums  for  building 
up  membership,  explaining  credit-union  services 
to  nonmembers,  interesting  members  in  making 
the  fullest  use  of  the  credit  union’s  facilities, 
and  the  like,  you  would  do  well  to  suggest  that 
the  officers  keep  in  close  touch  with  the  Credit 
Union  Section  in  Washington  and  with  the  field 
man  for  your  area.  Credit  unions  everywhere 
are  meeting  these  problems  with  fine  success  and 
Federal  credit  union  officials  can  often  give  you 
excellent  pointers  as  to  how  it  is  being  done. 
Very  commonly  one  of  the  first  steps  to  be 
taken  is  the  selection  of  an  educational  com¬ 
mittee.  You  are  well  within  your  province  in 
urging  that  such  a  committee  be  created,  or  in 
proposing  any  other  measures  which  you  think 
would  speed  the  credit  union  on  its  way. 

“I  believe,  now,”  said  the  expert  in  a  con¬ 
cluding  word,  “that  we  have  at  least  touched 
upon  every  type  of  activity  you  will  be  called 
on,  as  supervisory  committee  members,  to  per¬ 
form.  I  would  like  to  leave  with  vou  one  final 
thought,  and  that  it  that  this  committee  of 
yours — this  supervisory  committee — occupies  a 
key  position  in  the  whole  credit  union  move¬ 
ment.  There  will  always  be  a  necessity  for 
some  outside  supervision  of  credit  unions.  Yet 
it  is  obvious  that  as  time  goes  on  and  credit 
unions  multiply  into  the  tens  of  thousands  their 
continued  strength  and  usefulness  will  depend 
largely  on  the  extent  to  which  they  develop 
self-examination  and  self-discipline  and  self- 
protection.  That  is  your  committee’s  big  job. 
Do  it  well  for  your  own  credit  union  and  you  are 
laying  one  more  stone  in  the  foundation  of  a 
structure  which  promises  to  endure  and  bring 
better  living  to  our  people  for  hundreds  of  years 
to  come.” 


33 


U.  S.  GOVERNMENT  PRINTING  OFFICE:  1941 


3 3<A.  71 
/A n  3^ 

1 AO.  30 
/?  V  3 


Lo3ns 

(JNlVESSiTY  Of  ILLINOIS 


-Sii  ^art-time  or 
Full-time  Farms 
where  Dependable 
Outside  Income 
is  Available  ( 


Summary 

Outside  income  loans  or  loans  to  part-time  farmers  may 
be  made  when  the  security  is: 

1.  Rural  or  suburban  property  (agricultural  and 
residential,  but  not  exclusively  residential); 

2.  Durable,  desirable,  and  salable  or  rentable; 

3.  In  a  satisfactory  location; 

4.  Ordinarily  improved  with  a  comfortable 
home; 

5.  In  an  area  where  dependable  income  is  avail¬ 
able  from  outside  sources  to  a  person  who  would 
normally  occupy  such  a  property; 

and  the  owner: 

1.  Is  a  farmer  or  part-time  farmer  (he  may  farm 
personally  or  through  paid  or  share  help); 

2.  Derives  some  part  of  his  income  or  living  from 
the  property;  and 

3.  Has  a  dependable  combined  farm  and  outside 
income  sufficient  to  repay  the  loan  in  addition  to 
meeting  other  expenses. 


Circular  30 


August  1943 


Loans  on  Part-Time  Farms 

Federal  land  bank  loans  are  made  only  on  farm 
properties  that  under  usual  operations  will  sustain 
a  family,  pay  operating  expenses,  and  provide  funds 
with  which  to  retire  the  loan.  Land  Bank  Com¬ 
missioner  loans,  however,  may  be  made  not  only 
on  such  farm  units  but  also  on  rural  and  suburban 
properties  that  do  not  meet  these  requirements 
provided  there  are  sources  of  dependable  outside 
income  on  which  reliance  for  repayment  may  be 
placed. 

Purposes  for  Which  Such  Loans  May  Be  Made 

1.  Purchase  of  a  farm  property; 

2.  Purchase  of  additional  farm  land; 

3-  Construction  of  necessary  buildings  and  fenc¬ 
ing; 

4.  To  provide  any  other  improvements  necessary 

for  the  operation  of  the  property; 

5.  Purchase  of  livestock,  equipment,  fertilizer, 

and  supplies; 

6.  To  provide  the  operator  with  funds  for  gen¬ 

eral  agricultural  uses; 

7.  To  pay  any  debt  of  the  applicant  incurred  for 

agricultural  purposes  or  for  any  purpose  if 
incurred  prior  to  January  1,  1937;  and 

8.  For  refinancing,  in  connection  with  proceed¬ 

ings  under  Chapter  8  of  the  Bankruptcy 
Act,  any  indebtedness,  secured  or  unsecured, 
of  the  farmer. 

Outside  Income  Requirements 

For  a  loan  to  be  made  relying  on  outside  income 
of  the  borrower  for  repayment,  the  applicant  for  a 
loan  should  supply  information  to  show  that  he 
has  sufficient  dependable  income  from  the  property, 
supplemented  by  that  from  outside  income,  to 
meet  living  requirements,  operating  expenses,  and 
installments  on  the  loan.  It  is  necessary  also  that 
the  persons  who  would  be  interested  in  owning 
such  a  property  would,  under  usual  conditions, 
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have  dependable  sources  of  outside  income  suffi¬ 
cient  to  meet  the  above  requirements. 

Type  of  Properties 

For  a  loan  to  be  made  on  a  property  it  must  have 
a  significant  agricultural  use.  The  agricultural 
production  or  earnings  from  the  property  may  be 
comprised  principally  of  the  contribution  to  the 
income  or  living  of  the  operator  and  his  family, 
although  usually  there  will  be  some  cash  income 
from  the  sale  of  farm  products.  There  should  be 
reasonable  assurance  that  the  agricultural  use  of 
the  property  will  continue  in  the  future.  Loans 
may  not  be  made  on  town  or  city  properties,  the 
use  of  which  is  ordinarily  residential. 

No  Si^e  or  Acreage  Limitations 

Loans  may  be  made  on  very  small  acreages  if  the 
agricultural  use  of  the  property  is  significant  and 
typical,  and  on  larger  farms  even  though  they  may 
require  the  full  time  of  one  or  more  men  provided 
the  typical  owner  or  occupant  is  one  who  may  be 
expected  to  have  outside  income. 

Valuation 

For  loan  purposes  such  properties  are  valued  at 
an  amount  regarded  as  a  prudent  investment  under 
normal  conditions  for  a  typical  purchaser,  (1)  for 
customary  agricultural  and  home  uses,  (2)  with 
the  expectation  of  receiving  normal  prices  for  farm 
commodities  usually  produced,  and  (3)  relying  in 
part  on  dependable  outside  income  available  to 
the  owner  of  the  property.  If  there  are  commercial 
improvements  on  the  property  their  value  is  not 
included,  but  they  may  be  considered  as  sources  of 
“outside  earnings”  available  to  help  repay  the 
loan. 

Outside  Income  Loans  Combined 
With  Land  Bank  Loans 

Outside  income  loans  may  be  secured  by  either 
first  or  second  mortgages.  Therefore,  an  outside 
income  loan  may  be  made  as  a  second  mortgage 
loan  subject  to  a  first  mortgage  Federal  land  bank 
loan  if  the  property  qualifies  for  both  types  of  loans. 
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Operator  of  the  Property  Need 
Not  Have  Outside  Income 

If  the  operator  of  a  property,  through  superior 
management,  demonstrates  ability  to  sustain  his 
family,  pay  operating  expenses,  and  retire  a  loan 
without  relying  upon  outside  income,  a  loan  may 
be  made  provided  a  typical  operator  of  the  property, 
unable  to  operate  the  property  so  efficiently,  would 
have  access  to  dependable  sources  of  outside  income. 

Outside  Income  Not  Limited 
to  Salary  and  Wages 

It  is  not  necessary  that  the  outside  income  be  in 
the  form  of  salary  or  wages.  It  may  be  from  any 
dependable  source,  including  the  income  received 
as  lessee  from  the  operation  of  other  land  if  ordi¬ 
narily  available  and  reasonably  assured  for  the 
future. 

The  Operator  Need  Not  Reside  on  the  Property 

It  is  not  necessary  that  the  present  operator  of 
the  property  actually  reside  on  it,  nor  that  the 
property  be  equipped  for  residence,  although 
usually  it  will  be.  Outside  income  loans  may  be 
made  on  rented  properties  if  the  owner  or  tenant  is 
not  entirely  dependent  upon  farm  income  but 
receives  a  part  of  his  income  from  other  dependable 
sources. 

Terms  Governing  Outside  Income  Loans 

Outside  income  loans  are  made  only  from  Land 
Bank  Commissioner  funds  and  may  not  exceed 
$7,500  to  any  one  borrower  or  75  percent  of  the 
normal  Prudent  Investment  Value  of  the  property 
as  defined  above.  The  contract  rate  of  interest  is 
5  percent,  but  through  a  special  Act  of  Congress  the 
current  rate  is  3K  percent  until  July  1,  1944. 

Outside  income  loans  may  be  made  for  the  same 
term  of  years  as  land  bank  loans.  However,  such 
loans  are  usually  made  for  periods  of  10  years  and 
very  seldom  to  exceed  20  years. 


A  Commissioner  outside  income  loan  provides: 

1.  Long  term  for  repayment. 

2.  Freedom  from  renewals. 

3.  Reasonable  rate  of  interest. 

4.  Principal  does  not  come  due  all  at  one  time 
but  in  installments. 

5.  When  all  semiannual  installments  have  been 
paid,  as  they  mature,  the  principal  will  have  been 
paid. 

6.  Loan  can  be  paid  in  full  at  any  time. 

7.  Borrower  can  build  up  a  Future  Pavment 
Fund— and  at  a  later  date  direct  the  bank  to  apply 
all  or  part  of  it  on  the  loan.  Money  in  the  Future 
Payment  Fund  draws  interest  at  the  same  rate  as 
that  charged  on  the  loan. 

8.  Farm  may  be  sold  and  purchaser  may  assume 
the  loan,  without  having  to  pay  a  fee. 

9.  Parts  of  farms,  tracts,  or  lots  may  be  sold  with 
proper  release  without  having  to  pay  the  loan  in 
full. 
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Other  Circulars  on  Farm  Credit 


Long-Term  Credit 

Federal  Land  Bank  and  Land  Bank  Commissioner 
Loans,  Circular  1. 

Selecting  and  Financing  a  Farm,  Circular  Ilf. 

The  Credit  Road  to  Farm  Ownership,  Circular  18. 
The  Gateway  to  Farm  Ownership,  Circular  li-3. 

Short-Term  Credit 

Loans  by  Production  Credit  Associations,  Circular  3. 

Loans  to  Finance  the  Farm  Business,  Circular  C. 

Using  Your  Production  Credit  Associations,  Circular 
E-17. 

Short-Term  Credit,  a  Good  Farm  Tool,  Circular  21. 

Credit  for  Cooperatives 

Loans  to  Farmers’  Cooperatives,  Circular  6‘. 

Financing  Farmers’  Cooperatives,  Circular  E-20. 

The  Farmers’  Cooperative  Yardstick,  Circular  17. 

General 

Agricultural  Financing  Through  the  Farm  Credit 
Administration,  Circular  5. 

ABC’s  of  Credit  for  the  Farm  Family,  Circular  15. 

A  Financial  Plan  for  Family  Living,  Circular  E-27. 

Farmers  Need  Special  Credit  Facilities,  Circular  E-26. 

The  Profitable  Use  of  Farm  Credit,  Circular  E-.'t. 

A  List  of  Publications  of  the  Farm  Credit  Adminis¬ 
tration,  Circular  A-17. 


Where  to  Apply 

Those  desiring  to  apply  for  loans  from  the  Fed¬ 
eral  land  bank  or  the  Land  Bank  Commissioner 
should  make  inquiry  from  their  local  national 
farm  loan  association  which  serves  the  territory 
where  the  property  is  located.  If  information 
is  needed  as  to  the  location  of  such  national  farm 
loan  association,  write  the  Federal  land  bank.  The 
cities  in  which  the  banks  are  located  and  the 
States  which  they  serve  are  listed  below. 

Springfield,  Mass. 

Connecticut,  Maine,  Massachusetts,  New  Hamp¬ 
shire,  New  Jersey,  New  York,  Rhode  Island,  and 
Vermont 

Baltimore,  Md. 

Delaware,  District  of  Columbia,  Maryland,  Penn¬ 
sylvania,  Virginia,  and  West  Virginia 

Columbia,  S.  C. 

Florida,  Georgia,  North  Carolina,  and  South 
Carolina 

Louisville,  Ky. 

Indiana,  Kentucky,  Ohio,  and  Tennessee 

New  Orleans,  La. 

Alabama,  Louisiana,  and  Mississippi 

St.  Louis,  Mo. 

Arkansas,  Illinois,  and  Missouri 

St.  Paul,  Minn. 

Michigan,  Minnesota,  North  Dakota, 
and  Wisconsin 

Omaha,  Nebr. 

Iowa,  Nebraska,  South  Dakota,  and  Wyoming 

Wichita,  Kans. 

Colorado,  Kansas,  New  Mexico,  and  Oklahoma 

Houston,  Tex. 

Texas 

Berkeley,  Calif. 

Arizona,  California,  Nevada,  and  Utah 
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I 


Location  of  Offices  of  National  Farm  Loan  Associations  and  the  12  Federal  Land  Banks 


II 


The  Federal  Land  Bank  System 
How  It  Operates 

FARMERS  through  their  Federal  land  bank  system  have 
obtained  more  than  1%  million  loans  for  $5%  billion  since  the 
system  was  organized  in  1917.  These  loans  have  provided 
funds  to  refinance  indebtedness,  to  buy  farms,  to  enlarge  farm¬ 
ing  units,  to  improve  the  land,  to  provide  buildings,  and  for 
other  purposes.  Since  it  is  a  cooperative  system,  owned  by  its 
farmer  and  rancher  members,  it  is  important  that  all  members 
of  national  farm  loan  associations,  and  particularly  new  members, 
as  well  as  farmers  in  general  have  a  good  understanding  of  how 
it  operates.  It  is  with  these  facts  in  mind  that  the  following 
material  has  been  prepared. 


History  and  Organization 


THE  Federal  land  bank  system 
was  established  in  1917  by  the 
Federal  Farm  Loan  Act  as  a  farm¬ 
ers’  cooperative  credit  system.  It 
consists  of  the  12  Federal  land  banks 
and  the  national  farm  loan  associa¬ 
tions.  This  system  was  created  by 
Congress  to  meet  a  definite  eco¬ 
nomic  need  for  a  permanent  and 
dependable  source  of  sound  farm 
mortgage  credit  at  reasonable  rates 
and  on  terms  especially  adapted  to 
the  particular  requirements  of  farm¬ 
ers.  It  was  expected  that  this 
farmer-owned  and  farmer-operated 
system  designed  specificially  to  pro¬ 
vide  long-term,  low-interest  bearing 
loans  on  an  amortized  basis  would 
serve  as  a  pace-setter  in  solving 


many  of  the  problems  that  existed 
in  farm  mortgage  credit. 

Capital  Stock  of  the  Federal 
Land  Banks 

Capital  was  required  to  start  the 
system  and  most  of  the  initial  capi¬ 
tal  stock  of  the  Federal  land  banks 
authorized  by  the  act  was  sub¬ 
scribed  by  the  Government.  In 
order  to  enable  the  Federal  land 
banks  to  become  completely  farmer- 
owned,  the  act  provided  a  formula 
for  retiring  the  Government’s  capi¬ 
tal  as  capital  was  subscribed  by  bor¬ 
rowers.  Each  borrower  is  required 
to  buy  stock  in  his  local  national 
farm  loan  association  in  an  amount 


1 


Long-term  Federal  land  bank  loans  are  particularly  adapted  to  financing  projects  such  as 

pasture  and  soil  improvement  programs. 


equal  to  5  percent  of  his  loan.  The 
association  in  turn  buys  a  similar 
amount  of  stock  in  the  Federal  land 
bank.  Such  stock  is  held  by  the 
bank  and  the  association  as  addi¬ 
tional  collateral  security  for  the 
repayment  of  the  loan. 

The  Federal  land  bank  system  is 
now  completely  farmer-owned,  which 
was  the  objective  when  it  was  pro¬ 
posed.  The  initial  capital  stock 
subscribed  by  the  Government  has 
been  retired  and  certain  additional 
capital,  provided  by  the  Govern¬ 
ment  during  the  depression  years  of 
the  1930’s  to  enable  the  system  to 
refinance  farm  mortgage  debts,  has 
been  returned  to  the  Treasury. 
Each  of  the  Federal  land  banks 
now  is  owned  by  its  stockholders, 
principally  national  farm  loan  asso¬ 
ciations  which,  in  turn,  are  com¬ 


pletely  owned  by  member-bor¬ 
rowers.  The  system  is  on  a  strong 
financial  basis  and  it  has  built  re¬ 
sources  that  will  enable  it  to  meet 
any  normal  demands  that  might  be 
made  for  financing  farmers. 

Supervision  and  Management 

The  Farm  Credit  Administration 
has  general  regulatory  and  super¬ 
visory  authority  over  the  Federal 
land  banks  and  the  national  farm 
loan  associations.  The  supervisory 
responsibilities  were  conferred  on 
the  Farm  Credit  Administration  by 
Congress  to  provide  general  uni¬ 
formity  in  policies  throughout  the 
system,  and  to  assure  that  the  basic 
objectives  of  the  Federal  Farm  Loan 
Act  are  being  achieved  and  the 
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operations  conducted  in  the  interest 
of  the  public. 

A  seven-man  district  Farm  Credit 
Board  serves  as  the  board  of  direc¬ 
tors  for  the  Federal  land  bank  and 
the  other  credit  institutions  making 
up  each  Farm  Credit  District.  The 
national  farm  loan  associations  in 
each  district  elect  two  members  of 
the  board.  Two  members  of  the 
board  are  elected  by  production 
credit  associations  and  the  farmer 
cooperatives  borrowing  from  the 
bank  for  cooperatives  elect  one 
member.  The  other  members  are 
appointed  by  the  Governor. 

The  associations  in  each  district 
also  designate  a  nominee  who,  to¬ 
gether  with  the  nominees  of  the 
production  credit  associations  and 
the  cooperatives  that  use  the  bank 
for  cooperatives,  is  considered  by 
the  President  of  the  United  States 
in  making  his  appointment  from 
that  district  to  the  Federal  Farm 
Credit  Board. 


Funds  for  Loans 

Funds  used  in  the  lending  opera¬ 
tions  of  the  Federal  land  banks  are 
obtained  chiefly  from  the  sale  of 
consolidated  Federal  farm  loan 
bonds  to  the  investing  public.  These 
bonds  are  in  no  way  guaranteed  by 
the  Federal  Government.  Since 
these  bonds,  collateralized  primarily 
by  the  farm  mortgages  held  by  the 
banks,  are  considered  a  prime  in¬ 
vestment  in  the  money  markets, 
purchasers  have  been  eager  to  buy 
them  at  comparatively  low  rates  of 
interest.  The  national  farm  loan 
associations  and  the  Federal  land 
banks  serve  to  bridge  the  gap  be¬ 
tween  farmers  needing  long-term 
credit  and  investors  in  the  cities. 
This  source  of  funds  enables  the 
system  to  make  loans  that  run  for 
a  long  period  of  years  giving  farm 
families  ample  time  to  repay. 


National  Farm  Loan  Associations 

HPHE  Federal  Farm  Loan  Act  provided  for  the  formation  of 
national  farm  loan  associations  as  the  local  cooperative 
units  for  the  Federal  land  bank  system.  Ten  or  more  farmers 
in  any  community  in  the  United  States  who  wished  to  receive 
the  benefits  of  this  cooperative  credit  system  might  unite  to  form 
an  association.  They  had  to  own  and  offer  satisfactory  security 
for  land  bank  loans  aggregating  $20,000  or  more.  A  charter 
could  then  be  granted  to  the  association  and  the  territory  desig¬ 
nated  in  which  it  would  operate.  During  the  first  20  years  of 
the  system  about  5,000  associations  were  granted  charters. 
This  resulted  in  considerable  overlapping  and  duplication  of 
territory  served  by  the  associations,  a  situation  which  was  later 
corrected  through  consolidations  and  reorganizations.  The 
number  has  now  been  reduced  to  approximately  1,100  financially 
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sound  national  farm  loan  associations  serving  the  continental 
United  States  and  Puerto  Rico. 


General  Functions 

Each  association  is  a  separately- 
chartered  organization  of  member- 
borrowers  operating  under  its  own 
bylaws.  Each  has  its  own  board 
of  directors  elected  by  and  from 
the  members.  The  board  of  direc¬ 
tors  selects  the  officers  and  em¬ 
ployees  and  is  responsible  for  the 
operations  of  the  association.  Each 
is  served  through  an  office  properly 
equipped  for  its  operation.  To 
reduce  expenses  and  still  maintain 
efficient  service  to  farmers,  two 
or  more  national  farm  loan  asso¬ 
ciations  often  maintain  a  group 
office  with  a  common  secretary- 
treasurer  and  other  joint  employees. 

The  first  purpose  of  the  national 
farm  loan  associations  is  to  afford 
farmers  an  opportunity  to  make 
applications  for  Federal  land  bank 
loans.  One  of  their  principal  duties 
is  to  consider  carefully  these  appli¬ 
cations  and  to  recommend  only 
those  loans  they  are  confident  will 
be  safe  and  sound  and  of  service  to 
the  borrowers.  A  farmer,  to  obtain 
a  loan,  must  be  eligible,  and  the 
farm  must  qualify  as  security  for 
a  loan  under  the  provisions  of  the 
Federal  Farm  Loan  Act.  The  asso¬ 
ciations  also  service  the  loans  made 
through  them. 

Member-Ownership 

Member-ownership  is  perhaps  the 
first  principle  of  cooperative  busi¬ 
ness  organizations.  Each  member 
of  a  national  farm  loan  association 


is  required,  as  mentioned  previously, 
to  purchase  stock  in  the  association 
equal  to  5  percent  of  the  amount 
borrowed.  The  association  in  turn 
purchases  a  like  amount  of  stock 
in  the  Federal  land  bank.  Sub¬ 
scription  to  stock  in  the  national 
farm  loan  associations  has  enabled 
their  farmer-members  to  become 
owners  of  the  Federal  land  bank 
in  each  Farm  Credit  district.  Amer¬ 
ican  farmers  who  borrow  from  the 
land  banks  now  own  the  largest 
farm  mortgage  credit  system  in 
the  world  and  one  of  the  biggest 
farmer  cooperatives.  Their  stock 
is  considered  one  of  their  safest 
investments. 

The  stock  the  member  owns  in 
the  association  is  his  personal  prop¬ 
erty  and  it  is  pledged  with  the  asso¬ 
ciation  as  additional  collateral  for 
his  loan.  If  he  sells  his  farm,  he 
may  and  ordinarily  should  sell  his 
stock  to  the  purchaser  of  the  farm, 
but  the  transfer  of  the  ownership 
of  the  stock  cannot  be  made  on  the 
books  of  the  association  unless  the 
purchaser  assumes  the  mortgage 
and  is  qualified  and  elected  to 
membership  in  the  association.  The 
purchaser  accepted  as  a  member 
by  the  cooperative  then  becomes 
the  holder  of  the  stock  with  the 
same  rights  and  liabilities  as  the 
original  owner. 

It  is  only  through  the  cooperation, 
assistance,  and  recommendation  of 
his  neighbors  who  are  members  of 
an  association  that  a  farmer  can 
obtain  a  land  bank  loan.  The  asso- 
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ciation  endorses  and  thereby  be¬ 
comes  liable  for  the  repayment  of 
the  loan.  This  means  that  the 
members  pledge,  to  a  certain  ex¬ 
tent,  their  faith  and  credit  to  assist 
each  other  and  this  mutual  interest 
represents  the  essence  of  the  coop¬ 
erative  nature  of  the  Federal  land 
bank  system.  This  sharing  of 
risks  is  an  accepted  cooperative 
principle. 


Stock  Liability 

Each  member  of  a  national  farm 
loan  association  assumes  certain 
liability  along  with  his  fellow  mem¬ 
bers,  for  any  losses  of  the  associa¬ 
tion.  If  the  loss  results  from  a  loan 
granted  after  June  16,  1933,  his 
maximum  liability  is  the  face  value 
of  his  stock.  Most  associations 
now  have  considerable  amounts  in 
accumulated  reserves  and  surplus 
funds  which  protect  the  members’ 
investment.  These  funds  and  sound 
methods  of  operation  make  the 
possibility  of  any  impairment  of 
the  member’s  investment  in  the 
stock  of  his  association  a  remote 
contingency. 

Redeeming  Stock 

When  a  Federal  land  bank  loan 
is  paid  in  full  the  stock  in  the  bank 
is  retired  in  cash  at  par — $5  per 
share.  The  association  then  retires 
the  member’s  stock  in  the  same 

It  is  the  business  of  a  national  farm  loan 
association  to  serve  farmers  needing 
credit.  A  farmer  who  obtains  his  loan 
from  his  local  association  knows  the  loan  is 
fitted  to  his  needs. 


manner.  In  this  way  the  ownership 
of  the  system  is  confined  to  its  users. 

If  the  national  farm  loan  associa¬ 
tion  that  endorsed  the  loan  should 
become  indebted  to  the  bank  beyond 
its  ability  to  repay,  the  stock  might 
not  be  redeemed.  However,  up  to 
the  present  time  all  members  have 
been  able  to  fully  realize  their  in¬ 
vestment  in  national  farm  loan 
association  stock  which  they  have 
held  to  the  time  of  redemption. 

Dividends 

In  keeping  with  cooperative  prin¬ 
ciples,  the  Federal  land  banks  dis¬ 
tribute  savings  to  national  farm 
loan  associations,  and  the  associa¬ 
tions  likewise  distribute  their  sav¬ 
ings  to  the  borrowers.  These 
distributions  are  made  in  the  form 
of  dividends  on  the  stock  owned  by 
the  associations  and  the  borrowers. 
Since  the  stock  is  owned  in  propor- 


5 


tion  to  the  amount  of  the  original 
loan,  these  dividends  serve  essen¬ 
tially  as  patronage  refunds  to  asso¬ 
ciation  members. 

The  law  states  that  after  pro¬ 
viding  for  legal  reserve,  a  Federal 
land  bank  may  declare  dividends  to 
stockholders  of  the  whole  or  any 
part  of  the  balance  of  its  net  earn¬ 
ings  with  the  approval  of  the  Farm 
Credit  Administration.  The  Farm 
Credit  Administration  requires  that 
a  bank  must  be  able  to  maintain  a 
satisfactory  earning  position,  in¬ 
cluding  adequate  provision  for 
losses,  and  be  able  to  satisfy  all  of 
its  financial  requirements  in  an 
orderly  manner  before  a  dividend  is 
approved.  Similar  requirements  are 
made  with  respect  to  dividends  by 
the  associations  but  approval  of 
such  dividends  has  been  delegated 
to  the  respective  land  banks. 

During  the  early  years  of  the 
system,  dividends  were  paid  by  the 
Federal  land  banks  but  they  were 


discontinued  from  1931  until  the 
end  of  1943.  With  improved  eco¬ 
nomic  conditions  resulting  in  greater 
earnings,  the  payment  of  dividends 
has  been  resumed.  The  associa¬ 
tions  in  turn  have  passed  on  to 
their  members  a  substantial  per¬ 
centage  of  the  dividends  received 
from  the  banks  with  a  resulting 
lowering  of  the  cost  of  money  loaned 
to  members.  The  remainder  of  the 
dividends  received  from  the  banks 
by  the  associations  and  not  used 
for  necessary  expenses  has  been 
retained  to  establish  appropriate 
reserves  and  maintain  a  satisfactory 
net  worth  position. 

Bylaws 

Each  association  functions  under 
a  set  of  bylaws  adopted  by  its  in¬ 
corporators.  These  bylaws  regulate 
both  the  manner  in  which  directors 
and  officers  are  elected  and  how 
the  general  business  of  the  asso¬ 
ciation  is  conducted.  They  also 


The  board  of  directors,  elected  by  the  members,  conducts  the  business  affairs  of  a  national 
farm  loan  association.  The  directors  perform  a  vital  service  for  their  neighbors,  their 
community,  and  their  association. 
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provide  for  annual  stockholders’ 
meetings  and  set  up  other  guides 
for  the  operation  of  the  association. 

Board  of  Directors 

The  directors  of  a  national  farm 
loan  association  are  the  elected 
representatives  of  the  membership. 
Election  is  by  the  usual  democratic 
practice  of  one-man  one-vote  used 
by  cooperatives. 

The  board  of  an  association  con¬ 
sists  of  not  less  than  five  nor  more 
than  seven  members  who  are  elected 
by  the  stockholders  to  serve  for  a 
term  of  3  years.  Usually  the  terms 
are  staggered  so  as  to  preserve  a 
continuity  of  experience  in  the 
board.  The  members  of  the  board 
must  be  bona  fide  residents  of  the 
territory  within  which  the  associa¬ 
tion  is  authorized  to  do  business 
and  must  be  stockholders  of  the 
association. 

Under  the  general  supervision  of 
the  Farm  Credit  Administration, 
the  board  has  control  and  direction 
of  association  affairs.  It  supervises 
and  directs  the  association  business 
within  the  limitations  of  the  act 
under  which  it  is  chartered,  the 
regulations  of  the  Farm  Credit 
Administration,  applicable  policies 
of  its  Federal  land  bank,  and  the 
rules  of  its  own  bylaws. 

The  major  functions  of  the  board 
of  directors  are: 

(1)  To  determine  and  establish 
policies  of  the  association. 

(2)  To  elect  officers  and  authorize 
the  employment  of  qualified  per¬ 
sonnel  to  carry  on  the  business  of 
the  association. 


(3)  To  determine  that  the  opera¬ 
tions  are  carried  on  in  an  efficient 
manner  and  in  accordance  with  the 
board’s  policies  and  the  laws  under 
which  the  associations  operate. 

One  of  the  board’s  major  respon¬ 
sibilities  is  to  choose  a  loan  com¬ 
mittee  capable  of  properly  consid¬ 
ering  the  qualifications  of  applicants 
for  loans,  determining  the  value  of 
farms  offered  as  security  for  loans, 
and  electing  applicants  to  member¬ 
ship  in  the  association. 

Some  of  the  other  responsibilities  of 
the  board  are  to  appoint  or  discharge 
any  officer  or  employee  of  the  asso¬ 
ciation,  fix  the  compensation  of  the 
secretary-treasurer  and  other  em¬ 
ployees,  control  all  expenditures  of 
the  association,  maintain  adequate 
minutes  of  the  directors’  meetings, 
and  see  that  all  loans  to  members 
are  impartially  and  properly 
serviced. 

Directors  of  national  farm  loan 
associations  perform  a  vital  and 
unselfish  service  for  their  neighbors, 
their  community,  and  their  own 
cooperative  credit  organization. 
They  give  their  time  and  thought  to 
the  success  of  an  organization  that 
has  brought  credit  equality  to  agri¬ 
culture,  saved  vast  sums  in  interest 
charges,  and  provided  farmers  with 
a  credit  service  adapted  to  their 
needs. 

Secretary-Treasurer 

The  secretary-treasurer  is  the  em¬ 
ployee  of  the  association,  selected 
by  the  directors,  who  has  the 
responsibility  of  conducting  the 
work  of  the  association  under  the 
general  direction  of  the  board.  He 
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is  the  principal  representative  of  the 
association  in  direct  contact  with 
applicants  and  borrowers,  and  is 
familiar  with  agricultural  conditions 
in  the  territory  and  the  credit  needs 
of  farmers.  Generally,  his  duties 
are  those  of  executive  officer  of  the 
association  and  cover  the  whole 
range  of  association  activities. 

Loan  Committee 

Each  national  farm  loan  associa¬ 
tion  has  a  loan  committee  of  three  or 
more  members  designated  by  the 
board  of  directors.  Whenever  an 
application  for  a  mortgage  loan  is 
received  this  committee  is  required 
to  make  or  to  have  made  an  investi¬ 
gation  of  the  applicant  and  the 
property.  A  written  report  must 
be  made  by  the  committee  or  its 
investigator  as  to  the  character  and 
solvency  of  the  applicant.  The 
committee  in  approving  a  loan  also 
must  have  a  report  on  the  value 
of  the  security  by  a  qualified  ap¬ 
praiser. 

The  board  of  directors  may  em¬ 
power  the  loan  committee  to  elect 
applicants  to  membership.  It  also 
may  authorize  any  three  members 
of  the  committee  to  act  as  the  loan 
committee  in  approving  loans  on 
behalf  of  the  association  and  in 
electing  applicants  to  membership. 
No  action  of  the  loan  committee  is 
valid  where  the  full  committee  is 
acting  unless  approved  by  all  mem¬ 
bers,  or  where  any  three  of  its 
members  are  acting  unless  approved 
by  all  such  members. 

No  loan  can  be  made  unless  the 
committee  gives  a  favorable  written 


report.  If  an  application  is  ap¬ 
proved,  the  committee  must  decide 
upon  the  amount  and  terms  of  the 
loan  that  may  be  offered  to  the 
applicant.  The  amount  cannot  be 
more  than  65  percent  of  the  normal 
value  of  the  farm  as  determined 
by  the  land  bank  appraiser.  After 
these  steps  have  been  taken,  the 
secretary-treasurer  may  give  the 
applicant  a  loan  commitment  sub¬ 
ject  to  final  approval  or  rejection 
by  the  bank. 

Responsibilities  of  Members 

In  all  true  cooperatives  the  final 
control  rests  with  the  member- 
patron.  He  exercises  this  control 
through  his  vote  in  electing  direc¬ 
tors. 

Each  national  farm  loan  associa¬ 
tion  must  hold  an  annual  meeting  at 
which  directors  are  elected  and 
certain  other  formal  decisions  are 
reached.  At  these  meetings  reports 
are  made  on  the  business  affairs  of 
the  organization  to  give  the  mem¬ 
bers  the  information  they  should 
have  about  their  association.  Usu¬ 
ally  the  members  are  provided  with 
copies  of  a  summary  of  this  annual 
report.  A  well-conducted  and  well- 
attended  annual  meeting  is  the  best 
single  method  of  informing  the 
members  about  their  association. 

The  success  of  a  cooperative  is 
largely  dependent  on  the  loyal 
support  of  its  members.  A  large 
proportion  of  the  applicants  coming 
to  a  national  farm  loan  association 
have  been  told  about  its  services  by 
satisfied  borrowers.  Associations 
encourage  members  to  keep  farmers 
in  their  communities  informed  about 
the  services  of  the  association. 
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National  farm  loan  association  annual  meetings  are  widely  attended.  The  success  of  this 
cooperative  credit  system  requires  participation  in  its  business  affairs  by  a  well-informed 
membership. 


Some  associations  have  active  new 
business  committees  with  members 
selected  from  various  communities 
in  the  area. 

The  first  responsibility  of  a  mem¬ 
ber  is  to  fully  meet  his  obligations 
on  his  own  loan.  This  means 
meeting  all  payments  on  or  before 
the  due  date.  Almost  equally  im¬ 
portant  is  proper  care  of  the  secu¬ 
rity  and  it  is  to  the  member’s  own 
interest  to  maintain  and  improve 
the  condition  of  his  farm  and  home. 

Association  Finances 

The  income  of  the  association 
necessary  for  salaries  of  employees, 
rent,  travel,  and  many  other  items 
incident  to  providing  a  convenient 
credit  service  comes  largely  from 
two  kinds  of  payments  by  the 
Federal  land  bank.  One  is  the 
dividends  already  mentioned  and 
the  other  is  payment  for  servicing 
loans.  There  is  considerable  varia¬ 


tion  in  the  plans  and  schedules  of 
compensation  used  by  the  different 
banks.  Each,  however,  must  be 
predicated  upon  the  amount  and 
quality  of  service  rendered  by  the 
association.  Interest  on  invest¬ 
ments  and  a  few  other  items  add 
varying  amounts  to  the  associa¬ 
tion’s  income. 

Should  losses  occur  on  loans,  the 
association  makes  good  to  the 
extent  of  its  endorsement  responsi¬ 
bility  by  payment  to  the  Federal 
land  bank.  The  association  uses 
its  reserves  to  meet  this  obligation. 
If  the  reserves  are  not  sufficient  a 
claim  remains  against  the  associa¬ 
tion.  Therefore,  it  is  important 
for  a  national  farm  loan  association 
to  build  up  reasonable  reserves  to 
protect  itself  and  its  members 
against  such  contingencies.  Most 
associations  have  built  these  funds 
up  to  amounts  considered  adequate 
and  the  others  are  doing  so  now. 


9 


Federal  Land  Bank  Loans 

The  services  of  the  Federal  land  bank  system  are  available 
to  all  farmers  who  can  qualify  and  whose  security  meets  the 
requirements  for  a  loan.  A  land  bank  loan  may  be  made  on 
the  security  of  a  first  mortgage  to  any  person  who  is  farming  or 
raising  livestock,  or  who  is  soon  to  start  one  of  these  operations, 
or  who  gets  his  income  principally  from  farming  and  under 
certain  limitations  to  farming  corporations.  The  law  permits 
making  loans  from  $100  to  $200,000. 


Purposes 

Land  bank  loans  may  be  made 
for  the  following  purposes: 

(1)  To  provide  for  the  purchase 
of  land  for  agricultural  purposes; 

(2)  To  provide  for  the  purchase 
of  equipment,  fertilizers,  and  live¬ 
stock  necessary  for  the  proper 
operation  of  the  mortgaged  farm 
or  other  farm  land  owned  by  the 
applicant; 

(3)  To  provide  buildings  and  for 
the  improvement  of  farm  land; 

(4)  To  pay  any  indebtedness 
secured  by  a  mortgage  on  a  farm  or 
other  indebtedness  of  the  applicant; 

(5)  To  provide  the  owner  of  the 
land  with  funds  for  general  agri¬ 
cultural  uses  which  include  living 
expenses  of  the  applicant  while 
engaged  in  farming;  medical  and 
funeral  expenses;  education  of  the 
applicant’s  children;  fire  and  tor¬ 
nado  insurance  premiums;  pay¬ 
ment  of  farm  property  taxes  and 
Federal  income  taxes;  assistance  to 
parents,  spouse  or  children  in  farm¬ 
ing;  discharging  secondary  liability 
as  endorser  for  debts;  or  for  other 
agricultural  purposes. 

Security 

Federal  land  bank  loans  must  be 
secured  by  duly  recorded  first 
mortgages  on  farm  land.  Loans  are 


not  made  on  the  current  sale  value 
of  farms  but  are  based  on  normal 
value  as  determined  by  an  appraisal. 
The  basis  of  appraisal  is  the  value 
of  the  farm  for  agricultural  pur¬ 
poses  and  the  normal  earning  power 
of  the  farm  is  a  principal  factor. 

For  loans  to  part-time  farmers, 
where  dependable  sources  of  out¬ 
side  income  are  available  to  typical 
farm  operators,  the  home  value  is 
an  important  factor  in  making 
appraisals. 

Appraisal  Policies 

An  appraisal  of  the  security  by  a 
land  bank  appraiser  is  required  in 
connection  with  each  land  bank 
loan.  Land  bank  appraisers  are 
public  officials  appointed  and  su¬ 
pervised  by  the  Farm  Credit  Ad¬ 
ministration  and  assigned  for  duty 
within  the  districts.  Also,  Federal 
land  banks  are  authorized  to  desig¬ 
nate  other  qualified  persons  to 
make  appraisals.  Loans  may  be 
closed  on  the  basis  of  appraisal 
reports  by  such  designees  but  in 
such  cases  a  written  report  by  a 
land  bank  appraiser  must  be  ob¬ 
tained  within  one  year. 

The  Federal  Farm  Loan  Act,  as 
amended,  makes  it  mandatory  that 
all  land  bank  loans  be  based  upon 
the  normal  value  of  the  farm 
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offered  as  security  and  that  a  loan 
may  not  exceed  65  percent  of  such 
value.  Normal  value  is  defined  as 
“the  amount  a  typical  purchaser 
would,  under  usual  conditions,  be 
willing  to  pay  and  be  justified  in 
paying  for  the  property  for  custom¬ 
ary  agricultural  uses,  including  farm 
home  advantages,  with  the  expecta¬ 
tion  of  receiving  normal  net  earn¬ 
ings  from  the  farm  and  from  other 
dependable  sources.”  Generally 
speaking,  normal  values  are  long 
term  values  established  for  the 
purpose  of  making  long  term  loans 
on  a  basis  that  will  avoid  overlend¬ 
ing  in  peak  periods  and  underlend¬ 
ing  in  depression  periods. 

The  responsibility  for  establish¬ 
ing  prices  for  agricultural  products 
and  costs  used  in  computing  normal 
net  farm  earnings  is  exercised  by 
the  Farm  Credit  Administration. 
These  prices  and  costs  are  based  on 
historical  data  and  a  careful  analy¬ 
sis  of  present  position,  outlook, 
and  trends. 

Soundness  of  the  Loan 

It  should  be  borne  in  mind  that 
land  bank  loans  are  not  made  with 
Government  money  but  with  funds 
obtained  through  the  sale  of  bonds 
issued  by  the  Federal  land  banks. 
Members  of  a  national  farm  loan 
association  guarantee  one  another’s 
loans  within  certain  limits,  and  the 
loans  are  made  on  such  a  basis  that 
their  repayment  is  reasonably  as¬ 
sured.  Land  bank  loans  are  made 
for  long  periods,  usually  20  to  35 
years  or  even  as  long  as  40  years, 
and  it  is  essential  that  all  credit 
factors  be  carefully  considered. 
Both  the  farmer  making  the  appli¬ 


cation  and  the  property  being  of¬ 
fered  as  security  are  of  importance 
in  the  transaction.  A  sound  loan 
cannot  be  made  on  a  poor  or  hazard¬ 
ous  type  of  property  even  though 
the  owner  and  applicant  may  be 
well  regarded  as  a  credit  risk,  nor 
can  a  safe  loan  be  made  to  one  who 
is  an  undesirable  credit  risk.  Loans 
are  made  with  the  view  of  rendering 
a  helpful  financial  service  to  worthy 
applicants.  In  the  land  bank  sys¬ 
tem  a  loan  to  be  sound  must  be 
sound  from  the  standpoint  of  the 
borrower  as  well  as  the  lender. 

The  objective  has  been  to  develop 
loan  policies  that  will  serve  the  con¬ 
structive  credit  needs  of  farmers, 
assure  a  dependable  supply  of  low- 
cost  loan  funds  and  maintain  a 
permanent,  efficient  organization  for 
making  the  loans.  To  this  end  the 
Federal  land  banks  have  developed 
and  adopted  the  following  definition 
of  a  sound  loan: 

A  Federal  land  bank  loan  is 
sound  if  (1)  it  serves  a  useful  pur¬ 
pose;  (2)  the  amount  and  terms  of 
repayment  are  within  the  debt  re¬ 
tirement  capacity  of  the  farm  and 
the  borrower;  (3)  the  borrower  is  an 
acceptable  risk  and  his  equity  in  the 
normal  value  of  the  farm  and  his 
equity  in  his  other  assets  are  such 
that  he  will  be  encouraged  to  pro¬ 
tect  his  investment  at  all  times;  and 
(4)  the  quality  of  the  farm  is  such 
that  the  bank  and  association  will 
be  afforded  reasonable  protection 
against  loss  should  acquisition  of 
the  security  become  necessary. 

Processing  a  Loan 

There  are  seven  basic  steps  in¬ 
volved  in  making  a  loan: 
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Financing  the  construction  of  barns  and  other  buildings  is  an  important  function  of  cooperative 

credit. 


(1)  The  applicant  applies  for  a 
loan  through  his  local  national  farm 
loan  association,  giving  the  location 
of  his  farm,  his  financial  statement, 
and  certain  other  information  in¬ 
cluding  the  purposes  for  which  the 
loan  proceeds  will  be  used. 

(2)  The  association  investigator, 
usually  the  secretary-treasurer  or 
his  assistant,  investigates  the  appli¬ 
cant’s  standing  in  the  community 
and  his  managerial  ability.  This 
investigation  ordinarily  includes  a 
visit  to  the  farm  so  the  investigator 
can  make  an  accurate  analysis  of 
the  entire  situation.  He  reports  on 
his  findings  and  makes  his  recom¬ 
mendation  concerning  the  loan  to 
the  association  loan  committee. 

(3)  The  farm  is  appraised  by  a 
qualified  appraiser  who  submits  a 
report  to  the  association. 

(4)  The  association  loan  commit¬ 
tee  considers  the  reports  and  either 


approves  or  rejects  the  loan.  The 
loan  must  be  approved  by  all  mem- 
mers  of  the  committee,  not  less  than 
three,  to  whom  the  application  is 
presented  for  consideration.  Ap¬ 
proval  of  a  loan  includes  election  of 
the  applicant  to  membership. 

(5)  The  bank  loan  committee  con¬ 
siders  the  reports  and  either  ap¬ 
proves  or  rejects  a  loan.  It  cannot 
approve  a  loan  for  more  than  the 
amount  approved  by  the  association 
loan  committee. 

(6)  If  a  loan  is  approved  by  both 
loan  committees,  it  is  offered  to  the 
applicant  for  his  acceptance. 

(7)  If  the  loan  is  accepted,  the 
title  to  the  farm  is  examined  and, 
if  it  is  found  acceptable,  the  loan  is 
closed. 

The  manner  in  which  these  steps 
are  performed  varies  to  some  extent 
among  land  bank  districts  and  asso¬ 
ciations  within  a  district. 
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Term  of  Loan 

The  term  of  Federal  land  bank 
loans  may  not  be  less  than  5  years 
nor  more  than  40  years.  The  most 
common  loan  term  is  from  20  to 
30-odd  years  but  is  frequently  less 
as  circumstances  require.  The  ob¬ 
jective  is  to  fix  the  term  of  the  loan 
to  the  needs  of  the  borrower,  the 
debt  paying  capacity  of  the  bor¬ 
rower  and  his  farm,  and  the  dura¬ 
bility  of  the  farm  offered  as  security 
for  the  loan. 

Repayment  Provisions 

Every  Federal  land  bank  loan 
must  be  made  repayable  on  a  plan 
of  amortization  by  means  of  a  fixed 
number  of  annual  or  semiannual 
installments.  These  payments  in¬ 
clude  interest  on  the  unpaid  bal¬ 
ance  and  such  amounts  to  be  ap¬ 
plied  on  the  principal  as  will  pay 
off  the  debt  within  the  term  for 
which  it  is  written. 

Two  plans  of  repayment  are  in 
use.  One  is  the  standard  or  equal 
payment  plan  and  the  other  the 
decreasing  payment  plan.  Under 
the  standard  plan  the  borrower 
makes  a  fixed,  equal  payment, 
annually  or  semiannually.  A  por¬ 
tion  of  the  payment  is  applied  to 
interest  and  the  balance  to  prin¬ 
cipal,  thus  gradually  reducing  the 
debt.  With  each  installment  pay¬ 
ment  the  interest  becomes  less  and 
the  amount  applied  toward  prin¬ 
cipal  becomes  greater. 

The  other  plan  differs  from  the 
standard  plan  in  that  a  fixed,  equal 
payment  of  principal  is  made  an¬ 
nually  or  semiannually  rather  than 


a  fixed  total  installment  payment. 
The  reduction  of  principal  when 
each  payment  is  made  causes  a 
continued  reduction  in  the  annual 
interest  payment  and  a  decrease  in 
the  total  amount  of  the  installment 
payment. 

Repayment  Privileges 

A  borrower  may  repay  part  or 
all  of  his  loan  ahead  of  time  if  he  is 
able  and  wishes  to  do  so.  This  per¬ 
mits  rapid  repayment  of  the  loan 
when  incomes  are  high.  The  land 
banks  also  will  accept  payments  to 
be  set  aside  and  applied  to  future 
installments  at  the  direction  of  the 
borrower.  The  borrower  receives 
interest  on  these  future  payments. 

Interest  Rates 

Federal  land  bank  loans  are  made 
at  favorable  rates  of  interest  and 
the  contract  rate  cannot  be  raised 
during  the  life  of  a  loan.  In  most 
districts  the  contract  rate  is  4  per¬ 
cent.  It  has  been  necessary  to 
raise  the  rate  on  new  loans  in  several 
districts  in  order  to  cover  increased 
costs  in  making  and  servicing  loans. 
Changes  in  the  contract  rate  on  new 
loans  are  made  only  when  changes 
in  operating  expenses  and  the  cost 
of  borrowed  funds  make  them  nec¬ 
essary.  The  interest  rate  charged 
borrowers  should  be  high  enough 
to  cover  the  cost  of  the  money  ob¬ 
tained  from  the  sale  of  bonds,  the 
operating  expenses  of  the  banks  and 
associations,  and  appropriate  accu¬ 
mulations  of  reserves  in  the  banks 
and  associations.  Any  earnings 
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above  these  requirements  are  in 
fact  savings  and  may  be  returned 
to  the  borrowers  and  stockholders 
as  dividends. 

Fees  and  Charges 

The  applicant  is  required  to  fur¬ 
nish  satisfactory  evidence  of  title 
and  pay  recording  charges.  The 
charge  for  making  up  the  abstract 
or  certificate  of  title  is  a  matter 
between  the  applicant  and  his  ab¬ 


stractor.  In  many  cases  the  appli¬ 
cant  can  find  out  the  cost  of  the 
abstract  before  ordering  the  work 
done. 

In  some  districts  reasonable  ap¬ 
plication  fees  are  charged  to  par¬ 
tially  cover  the  cost  of  appraisals. 
Also,  the  national  farm  loan  asso¬ 
ciations  are  authorized  to  charge  a 
fee  up  to  1  percent  of  the  loan  in 
order  to  meet  necessary  expenses. 
However,  in  many  districts  these 
fees  have  been  discontinued. 
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The  standard  plan  for  repayment  of  semiannual  principal  and  interest  on  a  $1,000,  4  per¬ 
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Loan  Servicing 

Because  it  is  the  fundamental  aim 
of  this  cooperative  lending  system 
to  treat  its  borrowers  with  absolute 
fairness,  the  Federal  land  banks 
have  adopted  consistent  poli¬ 
cies  and  worked  out  systematic 
procedures  for  servicing  their 
loans.  The  national  farm  loan 
associations  have  been  empowered 
to  perform  this  work.  It  is  the 
responsibility  of  the  board  of  di¬ 
rectors  of  an  association  to  make 


sure  that  all  loans  are  serviced  with 
fairness  to  both  the  member  and 
the  association  in  conformity  with 
the  general  policies  of  the  land 
bank.  Borrowers  able  to  pay  are 
expected  to  do  so.  However,  when 
defaults  occur  due  to  circumstances 
beyond  the  control  of  the  borrower, 
payments  generally  are  not  re¬ 
quired  which  would  impair  his 
ability  to  earn  and  meet  future 
payments. 

An  important  feature  of  the  loan 
servicing  policies  is  to  give  every 
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The  decreasing  payment  plan  for  repayment  of  semiannual  principal  and  interest  on  a  $1,000, 

4  percent,  33-year  loan. 
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consideration  to  worthy  delinquent 
borrowers  so  they  can  place  their 
loans  in  good  standing  and  ulti¬ 
mately  pay  off  their  indebtedness. 

A  borrower  is  considered  worthy 
and  his  loan  is  not  foreclosed  if  he: 

(1)  Is  doing  his  honest  best 
(exerts  every  reasonable  effort  to¬ 
ward  proper  management  and  op¬ 
eration  of  the  farm;  uses  outside 
income  or  resources,  if  available, 
to  help  carry  farm  indebtedness 
and  to  operate  the  farm;  is  willing 
to  meet  all  material  requirements 
which  the  bank  is  justified  in  mak¬ 
ing)  ;  and 

(2)  Is  applying  the  proceeds  of 
production,  over  and  above  neces¬ 
sary  living  and  operating  expenses, 
to  the  payment  of  primary  obliga¬ 
tions  (confines  living  expenses  to 
the  standard  of  other  farmers  com¬ 
parably  situated  in  the  community) ; 
and 

(3)  Is  taking  proper  care  of  the 
property  (maintains  necessary 
buildings  and  other  physical  assets 
in  reasonable  state  of  repair;  pre¬ 
serves  the  fertility  of  the  soil;  and 
in  general  maintains  or  improves 
the  earning  capacity  of  the  prop¬ 
erty)  ;  and 

(4)  Has  the  capacity  to  work  his 
way  out  of  a  reasonable  burden  of 
debt  under  normal  conditions  (has 
the  ability,  either  managerial  or 
otherwise,  to  operate  the  property 
with  reasonable  efficiency). 

Delinquent  Loan  Treatments 

In  an  effort  to  prevent  fore¬ 
closures  and  to  assist  deserving 
borrowers  in  retaining  their  farms 
and  homes,  a  number  of  loan  serv¬ 


icing  treatments  have  been  de¬ 
veloped  to  meet  specific  problems 
of  borrowers  on  an  individual  basis. 
The  association  may  agree  to  ex¬ 
tend  the  time  for  the  borrower  to 
pay  delinquent  installments,  it  may 
defer  any  payments  on  principal 
for  a  specified  time,  it  may  advance 
delinquent  taxes,  or  it  may  change 
the  term  of  years  remaining  in 
which  to  pay  the  loan.  Each  case 
is  considered  carefully  to  determine 
the  causes  for  the  default  and  the 
most  practicable  methods  by  which 
any  difficulties  may  be  overcome 
through  the  use  of  loan  treatments 
or  improved  management  and  farm¬ 
ing  methods. 

Loans  That  Fail 

Despite  the  good  intentions  of  a 
borrower  and  the  efforts  and  desire 
of  the  association  and  the  bank  to 
be  of  assistance,  some  loans  will  fail. 
Foreclosing  a  mortgage  loan  is  an 
exceedingly  serious  step  and  is  taken 
only  as  the  last  resort.  Foreclosure 
is  recommended  only  after  thorough 
consideration  of  the  facts  in  the  case 
and  any  other  possible  solutions 
including  sale  of  the  farm  to  enable 
the  borrower  to  salvage  any  equity 
he  may  have  remaining  in  the 
property.  The  decision  to  foreclose 
is  reserved  to  the  bank  but  the 
recommendation  of  the  endorsing 
association  is  required. 

Taxes  and  Insurance 

Each  borrower  agrees,  in  accord¬ 
ance  with  the  terms  of  his  mortgage, 
to  pay  when  due  all  taxes  assessed 
on  his  property.  Real  estate  tax  is 
an  annual  fixed  charge  and  con- 
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stitutes  a  lien  ahead  of  the  bank’s 
mortgage:  The  associations  check 
tax  payments  and  encourage  bor¬ 
rowers  to  pay  taxes  promptly: 

Buildings  are  a  factor  in  deter¬ 
mining  the  amount  of  the  loan  and 
must  be  kept  adequately  insured  for 
the  protection  not  only  of  the  asso¬ 
ciation  and  the  bank  but  also  of 
the  borrower.  Insurance  is  made 
payable  to  the  bank  as  its  interests 
may  appear  at  the  time  of  loss.  At 
the  option  of  the  borrower  and  sub¬ 
ject  to  applicable  regulations  sums 
so  received  may  be  used  to  pay 
for  reconstructing  the  buildings 
destroyed.  The  associations  have 
assumed  the  responsibility  of  seeing 
that  borrowers  maintain  insurance 
according  to  requirements. 

Partial  Releases 

When  a  borrower  desires  to  sell 
a  part  of  the  mortgaged  property — 
land,  buildings,  timber,  sand,  gravel, 
or  other  minerals — a  partial  release 
may  be  granted  to  enable  him  to  do 
so  provided  the  condition  of  the 
loan  is  maintained  or  improved. 
Funds  received  from  the  sale  should 
ordinarily  be  applied  to  the  prin¬ 


cipal  of  the  loan  but,  where  the 
interests  of  the  borrower,  the  asso¬ 
ciation,  and  the  bank  would  be 
better  served,  the  funds  may  be 
used  for  other  purposes.  These 
purposes  include  paying  delinquent 
taxes,  interest,  insurance  premiums, 
repairing  or  constructing  buildings 
located  on  the  mortgaged  farm, 
improving  the  soil,  or  for  the  per¬ 
sonal  needs  of  the  borrower. 

Release  of  Personal  Liability 

A  member  of  a  national  farm  loan 
association  does  not  free  himself  of 
his  personal  liability  to  repay  a  loan 
by  selling  his  mortgaged  farm.  He 
remains  liable  until  the  mortgage 
is  fully  paid  or  until  he  is  given  a 
release  by  the  bank.  Before  the 
bank  grants  a  release  the  borrower 
must  make  a  written  application 
and  the  purchaser  must  assume  the 
mortgage  thus  becoming  personally 
liable  himself.  Also,  there  must  be 
reasonable  assurance  that  the  pur¬ 
chaser  will  pay  the  loan  in  accord¬ 
ance  with  its  terms.  The  applicant 
for  the  release  must  transfer  to  the 
purchaser  all  his  interests  in  the 
stock  issued  in  connection  with 
the  loan. 


Summary  of  Cooperative  Features  and  Accomplishments 
of  the  Federal  Land  Bank  System 

A  COOPERATIVE  to  be  successful  must  be  organized  to  meet 
a  definite  economic  need.  Before  the  Federal  land  bank 
system  was  established  in  1917  farmers  were  obliged  to  use 
sources  of  credit  that  had  been  developed  primarily  to  meet 
the  needs  of  industry  and  commerce  and  which  were  not  partic¬ 
ularly  adapted  to  the  conditions  in  agriculture.  Interest  rates 
were  high;  loans  were  made  for  relatively  short  periods;  and  in 
times  of  financial  stress  it  was  often  difficult  and  sometimes 
impossible  to  obtain  financing  or  to  renew  an  existing  mortgage. 
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The  need  for  this  cooperative 
mortgage  credit  system  and  its  suc¬ 
cess  in  meeting  that  need  can  be 
measured  by  the  service  it  has  ren¬ 
dered  to  the  farmers  of  the  country. 
Since  the  system  was  created  it  has 
made  more  than  lji  million  loans 
amounting  to  nearly  $5%  billion. 
These  loans  included  credit  to  thou¬ 
sands  of  young  farmers,  some  of 
them  veterans  of  World  Wars  I  and 
II,  and  enabled  them  to  get  a  start 
in  farming.  Also  they  helped  thou¬ 
sands  of  farmers  to  refinance 
burdensome  debts,  particularly  dur¬ 
ing  the  depression  of  the  early  30’s, 
and  to  save  their  farms  from  fore¬ 
closure. 

Co-op  System  Sets  Pace 

Because  cooperatives  are  non¬ 
profit  service  institutions  they  gen¬ 
erally  are  pace-setters  in  their  field 
of  service.  The  Federal  land  bank 
system  has  consistently  set  the  pace 
in  the  field  of  farm  mortgage  credit 
service.  It  introduced  long-term 
amortized  loans  to  farmers  on  a 
nation-wide  basis.  This  did  away 
with  frequent,  costly,  and  uncertain 
renewals  which  had  characterized 
most  farm  mortgage  lending  prior  to 
1917.  It  developed  the  future  pay¬ 
ment  fund  whereby  the  members  of 
the  system  are  given  the  oppor¬ 
tunity  to  build  cash  reserves  against 
a  rainy  day  and  to  receive  interest 
on  such  reserves.  It  pioneered  the 
practice  of  permitting  its  members 
to  pay  off  their  loans  at  any  time 
without  penalty.  In  making  low 
interest  rate  loans  it  has  saved  mil¬ 
lions  of  dollars  in  annual  interest 
paid  by  farmers.  The  system  in¬ 


directly  benefits  all  farmer-bor¬ 
rowers  regardless  of  where  they 
obtain  their  funds  because  other 
lenders  have  followed  its  leadership, 
lowered  their  interest  rates,  and 
otherwise  improved  their  services. 
The  Federal  land  bank  system 
also  introduced  the  practice  of  bas¬ 
ing  loans  on  normal  agricultural 
values  of  farms  instead  of  the  cur¬ 
rent  sale  price  of  farms  or  other 
temporary  levels  of  value,  and  the 
soundness  of  this  policy  has  now 
been  recognized  and  adopted  by 
many  important  mortgage  agencies 
in  the  country. 

One  of  the  important  tests  a  true 
cooperative  must  meet  is  to  pro¬ 
vide  services  to  members  at  cost, 
and  that  test  is  being  met  through 
the  return  of  savings  to  members  in 
the  form  of  dividends  from  their 
national  farm  loan  associations. 
These  dividends  represent  a  sub¬ 
stantial  reduction  in  the  carrying 
charges  on  members’  loans. 

Each  member  of  a  national  farm 
loan  association  owns  stock  in  the 
association  in  proportion  to  his  loan 
and  each  has  one  vote  in  the  elec¬ 
tion  of  the  directors  as  well  as  on 
other  matters  coming  before  the 
association  membership.  The 
board  of  directors  is  elected  by  and 
from  the  membership  and  has 
authority  to  manage  the  association. 
Through  their  associations,  the 
members  have  a  voice  in  the  man¬ 
agement  of  their  Federal  land  bank. 
By  taking  an  active  interest  in  the 
affairs  of  the  association  the  mem¬ 
bers  contribute  greatly  to  the  con¬ 
tinued  success  of  the  Federal  land 
bank  system. 
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The  Federal  Land  Banks 


The  cities  in  which  the  banks  are  located  and  the  territory  which 
they  serve  are  listed  below. 

SPRINGFIELD,  MASS. 

Connecticut,  Maine,  Massachusetts,  New  Hampshire,  New  Jersey, 
New  York,  Rhode  Island,  and  Vermont 

BALTIMORE,  MD. 

Delaware,  District  of  Columbia,  Maryland,  Pennsylvania,  Puerto 

Rico,  Virginia,  and  West  Virginia 

COLUMBIA,  S.  C. 

Florida,  Georgia,  North  Carolina,  and  South  Carolina 
LOUISVILLE,  KY. 

Indiana,  Kentucky,  Ohio,  and  Tennessee 

NEW  ORLEANS,  LA. 

Alabama,  Louisiana,  and  Mississippi 

ST.  LOUIS,  MO. 

Arkansas,  Illinois,  and  Missouri 

ST.  PAUL,  MINN. 

Michigan,  Minnesota,  North  Dakota,  and  Wisconsin 
OMAHA,  NEBR. 

Iowa,  Nebraska,  South  Dakota,  and  Wyoming 
WICHITA,  KANS. 

Colorado,  Kansas,  New  Mexico,  and  Oklahoma 

HOUSTON,  TEX. 

Texas 

BERKELEY,  CALIF. 

Arizona,  California,  Nevada,  Utah,  and  Hawaii 
SPOKANE,  WASH. 

Idaho,  Montana,  Oregon,  Washington,  and  Alaska 
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The  Federal  Land  Bank  System 
How  It  Operates 

FARMERS  through  their  Federal  land  bank  system  have 
obtained  more  than  1%  million  loans  for  $6)2  billion  since  the 
system  was  organized  in  1917.  These  loans  have  provided 
funds  to  refinance  indebtedness,  to  buy  farms,  to  enlarge  farm¬ 
ing  units,  to  improve  the  land,  to  provide  buildings,  and  for 
other  purposes.  Since  it  is  a  cooperative  system,  owned  by  its 
farmer  and  rancher  members,  it  is  important  that  all  members 
of  national  farm  loan  associations,  and  particularly  new  members, 
as  well  as  farmers  in  general  have  a  good  understanding  of  how 
it  operates.  It  is  with  these  facts  in  mind  that  the  following 
material  has  been  prepared. 


History  and  Organization 


THE  Federal  land  bank  system 
was  established  in  1917  by  the 
Federal  Farm  Loan  Act  as  a  farm¬ 
ers’  cooperative  credit  system.  It 
consists  of  the  12  Federal  land  banks 
and  the  national  farm  loan  associa¬ 
tions.  This  system  was  created  by 
Congress  to  meet  a  definite  eco¬ 
nomic  need  for  a  permanent  and 
dependable  source  of  sound  farm 
mortgage  credit  at  reasonable  rates 
and  on  terms  especially  adapted  to 
the  particular  requirements  of  farm¬ 
ers.  It  was  expected  that  this 
farmer-owned  and  farmer-operated 
system  designed  specificially  to  pro¬ 
vide  long-term,  low-interest  bearing 
loans  on  an  amortized  basis  would 
serve  as  a  pace-setter  in  solving 


many  of  the  problems  that  existed 
in  farm  mortgage  credit. 

Capital  Stock  of  the  Federal 
Land  Banks 

Capital  was  required  to  start  the 
system  and  most  of  the  initial  capi¬ 
tal  stock  of  the  Federal  land  banks 
authorized  by  the  act  was  sub¬ 
scribed  by  the  Government.  In 
order  to  enable  the  Federal  land 
banks  to  become  completely  farmer- 
owned,  the  act  provided  a  formula 
for  retiring  the  Government’s  capi¬ 
tal  as  capital  was  subscribed  by  bor¬ 
rowers.  Each  borrower  is  required 
to  buy  stock  in  his  local  national 
farm  loan  association  in  an  amount 
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Long-term  Federal  land  bank  loans  are  particularly  adapted  to  financing  projects  such  as 

pasture  and  soil  improvement  programs. 


equal  to  5  percent  of  his  loan.  The 
association  in  turn  buys  a  similar 
amount  of  stock  in  the  Federal  land 
bank.  Such  stock  is  held  by  the 
bank  and  the  association  as  addi¬ 
tional  collateral  security  for  the 
repayment  of  the  loan. 

The  Federal  land  bank  system  is 
now  completely  farmer-owned,  which 
was  the  objective  when  it  was  pro¬ 
posed.  The  initial  capital  stock 
subscribed  by  the  Government  has 
been  retired  and  certain  additional 
capital,  provided  by  the  Govern¬ 
ment  during  the  depression  years  of 
the  1930’s  to  enable  the  system  to 
refinance  farm  mortgage  debts,  has 
been  returned  to  the  Treasury. 
Each  of  the  Federal  land  banks 
now  is  owned  by  its  stockholders, 
principally  national  farm  loan  asso¬ 
ciations  which,  in  turn,  are  com¬ 


pletely  owned  by  member-bor¬ 
rowers.  The  system  is  on  a  strong 
financial  basis  and  it  has  built  re¬ 
sources  that  will  enable  it  to  meet 
any  normal  demands  that  might  be 
made  for  financing  farmers. 

Supervision  and  Management 

The  Farm  Credit  Administration 
has  general  regulatory  and  super¬ 
visory  authority  over  the  Federal 
land  banks  and  the  national  farm 
loan  associations.  The  supervisory 
responsibilities  were  conferred  on 
the  Farm  Credit  Administration  by 
Congress  to  provide  general  uni¬ 
formity  in  policies  throughout  the 
system,  and  to  assure  that  the  basic 
objectives  of  the  Federal  Farm  Loan 
Act  are  being  achieved  and  the 
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operations  conducted  in  the  interest 
of  the  public. 

A  seven-man  district  Farm  Credit 
Board  serves  as  the  board  of  direc¬ 
tors  for  the  Federal  land  bank  and 
the  other  credit  institutions  making 
up  each  Farm  Credit  District.  The 
national  farm  loan  associations  in 
each  district  elect  two  members  of 
the  board.  Two  members  of  the 
board  are  elected  by  production 
credit  associations  and  the  farmer 
cooperatives  borrowing  from  the 
bank  for  cooperatives  elect  one 
member.  The  other  members  are 
appointed  by  the  Governor. 

The  associations  in  each  district 
also  designate  a  nominee  who,  to¬ 
gether  with  the  nominees  of  the 
production  credit  associations  and 
the  cooperatives  that  use  the  bank 
for  cooperatives,  is  considered  by 
the  President  of  the  United  States 
in  making  his  appointment  from 
that  district  to  the  Federal  Farm 
Credit  Board. 


Funds  for  Loans 

Funds  used  in  the  lending  opera¬ 
tions  of  the  Federal  land  banks  are 
obtained  chiefly  from  the  sale  of 
consolidated  Federal  farm  loan 
bonds  to  the  investing  public.  These 
bonds  are  in  no  way  guaranteed  by 
the  Federal  Government.  Since 
these  bonds,  collateralized  primarily 
by  the  farm  mortgages  held  by  the 
banks,  are  considered  a  prime  in¬ 
vestment  in  the  money  markets, 
purchasers  have  been  eager  to  buy 
them  at  comparatively  low  rates  of 
interest.  The  national  farm  loan 
associations  and  the  Federal  land 
banks  serve  to  bridge  the  gap  be¬ 
tween  farmers  needing  long-term 
credit  and  investors  in  the  cities. 
This  source  of  funds  enables  the 
system  to  make  loans  that  run  for 
a  long  period  of  years  giving  farm 
families  ample  time  to  repay. 


National  Farm  Loan  Associations 

f  I  'HE  Federal  Farm  Loan  Act  provided  for  the  formation  of 
national  farm  loan  associations  as  the  local  cooperative 
units  for  the  Federal  land  bank  system.  Ten  or  more  farmers 
in  any  community  in  the  United  States  who  wished  to  receive 
the  benefits  of  this  cooperative  credit  system  might  unite  to  form 
an  association.  They  had  to  own  and  offer  satisfactory  security 
for  land  bank  loans  aggregating  $20,000  or  more.  A  charter 
could  then  be  granted  to  the  association  and  the  territory  desig¬ 
nated  in  which  it  would  operate.  During  the  first  20  years  of 
the  system  about  5,000  associations  were  granted  charters. 
This  resulted  in  considerable  overlapping  and  duplication  of 
territory  served  by  the  associations,  a  situation  which  was  later 
corrected  through  consolidations  and  reorganizations.  The 
number  has  now  been  reduced  to  approximately  1,000  financially 
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sound  national  farm  loan  associations  serving  the  continental 
United  States  and  Puerto  Rico. 


General  Functions 

Each  association  is  a  separately 
chartered  organization  of  member- 
borrowers  operating  under  its  own 
bylaws.  Each  has  its  own  board 
of  directors  elected  by  and  from 
the  members.  The  board  of  direc¬ 
tors  selects  the  officers  and  em¬ 
ployees  and  is  responsible  for  the 
operations  of  the  association.  Each 
is  served  through  an  office  properly 
equipped  for  its  operation.  To 
reduce  expenses  and  still  maintain 
efficient  service  to  farmers,  two 
or  more  national  farm  loan  asso¬ 
ciations  often  maintain  a  group 
office  with  a  common  secretary- 
treasurer  and  other  joint  employees. 

The  first  purpose  of  the  national 
farm  loan  associations  is  to  afford 
farmers  an  opportunity  to  make 
applications  for  Federal  land  bank 
loans.  One  of  their  principal  duties 
is  to  consider  carefully  these  appli¬ 
cations  and  to  recommend  only 
those  loans  they  are  confident  will 
be  safe  and  sound  and  of  service  to 
the  borrowers.  A  farmer,  to  obtain 
a  loan,  must  be  eligible,  and  the 
farm  must  qualify  as  security  for 
a  loan  under  the  provisions  of  the 
Federal  Farm  Loan  Act.  The  asso¬ 
ciations  also  service  the  loans  made 
through  them. 

Member-Ownership 

Member-ownership  is  perhaps  the 
first  principle  of  cooperative  busi¬ 
ness  organizations.  Each  member 
of  a  national  farm  loan  association 


is  required,  as  mentioned  previously, 
to  purchase  stock  in  the  association 
equal  to  5  percent  of  the  amount 
borrowed.  The  association  in  turn 
purchases  a  like  amount  of  stock 
in  the  Federal  land  bank.  Sub¬ 
scription  to  stock  in  the  national 
farm  loan  associations  has  enabled 
their  farmer-members  to  become 
owners  of  the  Federal  land  bank 
in  each  Farm  Credit  district.  Amer¬ 
ican  farmers  who  borrow  from  the 
land  banks  now  own  the  largest 
farm  mortgage  credit  system  in 
the  world  and  one  of  the  biggest 
farmer  cooperatives.  Their  stock 
is  considered  one  of  their  safest 
investments. 

The  stock  the  member  owns  in 
the  association  is  his  personal  prop¬ 
erty  and  it  is  pledged  with  the  asso¬ 
ciation  as  additional  collateral  for 
his  loan.  If  he  sells  his  farm,  he 
may  and  ordinarily  should  sell  his 
stock  to  the  purchaser  of  the  farm, 
but  the  transfer  of  the  ownership 
of  the  stock  cannot  be  made  on  the 
books  of  the  association  unless  the 
purchaser  assumes  the  mortgage 
and  is  qualified  and  elected  to 
membership  in  the  association.  The 
purchaser  accepted  as  a  member 
by  the  cooperative  then  becomes 
the  holder  of  the  stock  with  the 
same  rights  and  liabilities  as  the 
original  owner. 

It  is  only  through  the  cooperation, 
assistance,  and  recommendation  of 
his  neighbors  who  are  members  of 
an  association  that  a  farmer  can 
obtain  a  land  bank  loan.  The  asso- 
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ciation  endorses  and  thereby  be¬ 
comes  liable  for  the  repayment  of 
the  loan.  This  means  that  the 
members  pledge,  to  a  certain  ex¬ 
tent,  their  faith  and  credit  to  assist 
each  other  and  this  mutual  interest 
represents  the  essence  of  the  coop¬ 
erative  nature  of  the  Federal  land 
bank  system.  This  sharing  of 
risks  is  an  accepted  cooperative 
principle. 


Stock  Liability 

Each  member  of  a  national  farm 
loan  association  assumes  certain 
liability  along  with  his  fellow  mem¬ 
bers,  for  any  losses  of  the  associa¬ 
tion.  If  the  loss  results  from  a  loan 
granted  after  June  16,  1933,  his 
maximum  liability  is  the  face  value 
of  his  stock.  Most  associations 
now  have  considerable  amounts  in 
accumulated  reserves  and  surplus 
funds  which  protect  the  members’ 
investment.  These  funds  and  sound 
methods  of  operation  make  the 
possibility  of  any  impairment  of 
the  member’s  investment  in  the 
stock  of  his  association  a  remote 
contingency. 

Redeeming  Stock 

When  a  Federal  land  bank  loan 
is  paid  in  full  the  stock  in  the  bank 
is  retired  in  cash  at  par — $5  per 
share.  The  association  then  retires 
the  member’s  stock  in  the  same 


It  is  the  business  of  a  national  farm  loan 
association  to  serve  farmers  needing 
credit.  A  farmer  who  obtains  his  loan 
from  his  local  association  knows  the  loan  is 
fitted  to  his  needs. 


manner.  In  this  way  the  ownership 
of  the  system  is  confined  to  its  users. 

If  the  national  farm  loan  associa¬ 
tion  that  endorsed  the  loan  should 
become  indebted  to  the  bank  beyond 
its  ability  to  repay,  the  stock  might 
not  be  redeemed.  However,  up  to 
the  present  time  all  members  have 
been  able  to  fully  realize  their  in¬ 
vestment  in  national  farm  loan 
association  stock  which  they  have 
held  to  the  time  of  redemption. 

Dividends 

In  keeping  with  cooperative  prin¬ 
ciples,  the  Federal  land  banks  dis¬ 
tribute  savings  to  national  farm 
loan  associations,  and  the  associa¬ 
tions  likewise  distribute  their  sav¬ 
ings  to  the  borrowers.  These 
distributions  are  made  in  the  form 
of  dividends  on  the  stock  owned  by 
the  associations  and  the  borrowers. 
Since  the  stock  is  owned  in  propor- 


5 


tion  to  the  amount  of  the  original 
loan,  these  dividends  serve  essen¬ 
tially  as  patronage  refunds  to  asso¬ 
ciation  members. 

The  law  states  that  after  pro¬ 
viding  for  legal  reserve,  a  Federal 
land  bank  may  declare  dividends  to 
stockholders  of  the  whole  or  any 
part  of  the  balance  of  its  net  earn¬ 
ings  with  the  approval  of  the  Farm 
Credit  Administration.  The  Farm 
Credit  Administration  requires  that 
a  bank  must  be  able  to  maintain  a 
satisfactory  earning  position,  in¬ 
cluding  adequate  provision  for 
losses,  and  be  able  to  satisfy  all  of 
its  financial  requirements  in  an 
orderly  manner  before  a  dividend  is 
approved.  Similar  requirements  are 
made  with  respect  to  dividends  by 
the  associations  but  approval  of 
such  dividends  has  been  delegated 
to  the  respective  land  banks. 

During  the  early  years  of  the 
system,  dividends  were  paid  by  the 
Federal  land  banks  but  they  were 


discontinued  from  1931  until  the 
end  of  1943.  With  improved  eco¬ 
nomic  conditions  resulting  in  greater 
earnings,  the  payment  of  dividends 
has  been  resumed.  The  associa¬ 
tions  in  turn  have  passed  on  to 
their  members  a  substantial  per¬ 
centage  of  the  dividends  received 
from  the  banks  with  a  resulting 
lowering  of  the  cost  of  money  loaned 
to  members.  The  remainder  of  the 
dividends  received  from  the  banks 
by  the  associations  and  not  used 
for  necessary  expenses  has  been 
retained  to  establish  appropriate 
reserves  and  maintain  a  satisfactory 
net  worth  position. 

Bylaws 

Each  association  functions  under 
a  set  of  bylaws  adopted  by  its  in¬ 
corporators.  These  bylaws  regulate 
both  the  manner  in  which  directors 
and  officers  are  elected  and  how 
the  general  business  of  the  asso¬ 
ciation  is  conducted.  They  also 


The  board  of  directors,  elected  by  the  members,  conducts  the  business  affairs  of  a  national 
farm  loan  association.  The  directors  perform  a  vital  service  for  their  neighbors,  their 
community,  and  their  association. 
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provide  for  annual  stockholders’ 
meetings  and  set  up  other  guides 
for  the  operation  of  the  association. 

Board  of  Directors 

The  directors  of  a  national  farm 
loan  association  are  the  elected 
representatives  of  the  membership. 
Election  is  by  the  usual  democratic 
practice  of  one-man  one-vote  used 
by  cooperatives. 

The  board  of  an  association  con¬ 
sists  of  not  less  than  five  nor  more 
than  seven  members  who  are  elected 
by  the  stockholders  to  serve  for  a 
term  of  3  years.  Usually  the  terms 
are  staggered  so  as  to  preserve  a 
continuity  of  experience  in  the 
board.  The  members  of  the  board 
must  be  bona  fide  residents  of  the 
territory  within  which  the  associa¬ 
tion  is  authorized  to  do  business 
and  must  be  stockholders  of  the 
association. 

Under  the  general  supervision  of 
the  Farm  Credit  Administration, 
the  board  has  control  and  direction 
of  association  affairs.  It  supervises 
and  directs  the  association  business 
within  the  limitations  of  the  act 
under  which  it  is  chartered,  the 
regulations  of  the  Farm  Credit 
Administration,  applicable  policies 
of  its  Federal  land  bank,  and  the 
rules  of  its  own  bylaws. 

The  major  functions  of  the  board 
of  directors  are: 

(1)  To  determine  and  establish 
policies  of  the  association. 

(2)  To  elect  officers  and  authorize 
the  employment  of  qualified  per¬ 
sonnel  to  carry  on  the  business  of 
the  association. 


(3)  To  determine  that  the  opera¬ 
tions  are  carried  on  in  an  efficient 
manner  and  in  accordance  with  the 
board’s  policies  and  the  laws  under 
which  the  associations  operate. 

One  of  the  board’s  major  respon¬ 
sibilities  is  to  choose  a  loan  com¬ 
mittee  capable  of  properly  consid¬ 
ering  the  qualifications  of  applicants 
for  loans,  determining  the  value  of 
farms  offered  as  security  for  loans, 
and  electing  applicants  to  member¬ 
ship  in  the  association. 

Some  of  the  other  responsibilities  of 
the  board  are  to  appoint  or  discharge 
any  officer  or  employee  of  the  asso¬ 
ciation,  fix  the  compensation  of  the 
secretary-treasurer  and  other  em¬ 
ployees,  control  all  expenditures  of 
the  association,  maintain  adequate 
minutes  of  the  directors’  meetings, 
and  see  that  all  loans  to  members 
are  impartially  and  properly 
serviced. 

Directors  of  national  farm  loan 
associations  perform  a  vital  and 
unselfish  service  for  their  neighbors, 
their  community,  and  their  own 
cooperative  credit  organization. 
They  give  their  time  and  thought  to 
the  success  of  an  organization  that 
has  brought  credit  equality  to  agri¬ 
culture,  saved  vast  sums  in  interest 
charges,  and  provided  farmers  with 
a  credit  service  adapted  to  their 
needs. 

Secretary-Treasurer 

The  secretary-treasurer  is  the  em¬ 
ployee  of  the  association,  selected 
by  the  directors,  who  has  the 
responsibility  of  conducting  the 
work  of  the  association  under  the 
general  direction  of  the  board.  He 
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is  the  principal  representative  of  the 
association  in  direct  contact  with 
applicants  and  borrowers,  and  is 
familiar  with  agricultural  conditions 
in  the  territory  and  the  credit  needs 
of  farmers.  Generally,  his  duties 
are  those  of  executive  officer  of  the 
association  and  cover  the  whole 
range  of  association  activities. 

Loan  Committee 

Each  national  farm  loan  associa¬ 
tion  has  a  loan  committee  of  three  or 
more  members  designated  by  the 
board  of  directors.  Whenever  an 
application  for  a  mortgage  loan  is 
received  this  committee  is  required 
to  make  or  to  have  made  an  investi¬ 
gation  of  the  applicant  and  the 
property.  A  written  report  must 
be  made  by  the  committee  or  its 
investigator  as  to  the  character  and 
solvency  of  the  applicant.  The 
committee  in  approving  a  loan  also 
must  have  a  report  on  the  value 
of  the  security  by  a  qualified  ap¬ 
praiser. 

The  board  of  directors  may  em¬ 
power  the  loan  committee  to  elect 
applicants  to  membership.  It  also 
may  authorize  any  three  members 
of  the  committee  to  act  as  the  loan 
committee  in  approving  loans  on 
behalf  of  the  association  and  in 
electing  applicants  to  membership. 
No  action  of  the  loan  committee  is 
valid  where  the  full  committee  is 
acting  unless  approved  by  all  mem¬ 
bers,  or  where  any  three  of  its 
members  are  acting  unless  approved 
by  all  such  members. 

No  loan  can  be  made  unless  the 
committee  gives  a  favorable  written 


report.  If  an  application  is  ap¬ 
proved,  the  committee  must  decide 
upon  the  amount  and  terms  of  the 
loan  that  may  be  offered  to  the 
applicant.  The  amount  cannot  be 
more  than  65  percent  of  the  normal 
value  of  the  farm  as  determined 
by  the  land  bank  appraiser.  After 
these  steps  have  been  taken,  the 

f 

secretary-treasurer  may  give  the 
applicant  a  loan  commitment  sub¬ 
ject  to  final  approval  or  rejection 
by  the  bank. 

Responsibilities  of  Members 

In  all  true  cooperatives  the  final 
control  rests  with  the  member- 
patron.  He  exercises  this  control 
through  his  vote  in  electing  direc¬ 
tors. 

Each  national  farm  loan  associa¬ 
tion  must  hold  an  annual  meeting  at 
which  directors  are  elected  and 
certain  other  formal  decisions  are 
reached.  At  these  meetings  reports 
are  made  on  the  business  affairs  of 
the  organization  to  give  the  mem¬ 
bers  the  information  they  should 
have  about  their  association.  Usu¬ 
ally  the  members  are  provided  with 
copies  of  a  summary  of  this  annual 
report.  A  well-conducted  and  well- 
attended  annual  meeting  is  the  best 
single  method  of  informing  the 
members  about  their  association. 

The  success  of  a  cooperative  is 
largely  dependent  on  the  loyal 
support  of  its  members.  A  large 
proportion  of  the  applicants  coming 
to  a  national  farm  loan  association 
have  been  told  about  its  services  by 
satisfied  borrowers.  Associations 
encourage  members  to  keep  farmers 
in  their  communities  informed  about 
the  services  of  the  association. 
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National  farm  loan  association  annual  meetings  are  widely  attended.  The  success  of  this 
cooperative  credit  system  requires  participation  in  its  business  affairs  by  a  well-informed 
membership. 


Some  associations  have  active  new 
business  committees  with  members 
selected  from  various  communities 
in  the  area. 

The  first  responsibility  of  a  mem¬ 
ber  is  to  fully  meet  his  obligations 
on  his  own  loan.  This  means 
meeting  all  payments  on  or  before 
the  due  date.  Almost  equally  im¬ 
portant  is  proper  care  of  the  secu¬ 
rity  and  it  is  to  the  member’s  own 
interest  to  maintain  and  improve 
the  condition  of  his  farm  and  home. 

Association  Finances 

The  income  of  the  association 
necessary  for  salaries  of  employees, 
rent,  travel,  and  many  other  items 
incident  to  providing  a  convenient 
credit  service  comes  largely  from 
two  kinds  of  payments  by  the 
Federal  land  bank.  One  is  the 
dividends  already  mentioned  and 
the  other  is  payment  for  servicing 
loans.  There  is  considerable  varia¬ 


tion  in  the  plans  and  schedules  of 
compensation  used  by  the  different 
banks.  Each,  however,  must  be 
predicated  upon  the  amount  and 
quality  of  service  rendered  by  the 
association.  Interest  on  invest¬ 
ments  and  a  few  other  items  add 
varying  amounts  to  the  associa¬ 
tion’s  income. 

Should  losses  occur  on  loans,  the 
association  makes  good  to  the 
extent  of  its  endorsement  responsi¬ 
bility  by  payment  to  the  Federal 
land  bank.  The  association  uses 
its  reserves  to  meet  this  obligation. 
If  the  reserves  are  not  sufficient  a 
claim  remains  against  the  associa¬ 
tion.  Therefore,  it  is  important 
for  a  national  farm  loan  association 
to  build  up  reasonable  reserves  to 
protect  itself  and  its  members 
against  such  contingencies.  Most 
associations  have  built  these  funds 
up  to  amounts  considered  adequate 
and  the  others  are  doing  so  now. 
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Federal  Land  Bank  Loans 


npHE  services  of  the  Federal  land  bank  system  are  available 
to  all  farmers  who  can  qualify  and  whose  security  meets  the 
requirements  for  a  loan.  A  land  bank  loan  may  be  made  on 
the  security  of  a  first  mortgage  to  any  person  who  is  farming  or 
raising  livestock,  or  who  is  soon  to  start  one  of  these  operations, 
or  who  gets  his  income  principally  from  farming  and  under 
certain  limitations  to  farming  corporations.  The  law  permits 
making  loans  from  $100  to  $200,000. 


Purposes 

Land-bank  loans  may  be  made 
for  general  agricultural  purposes 
and  for  other  requirements  of  farm 
owners.  The  following  are  ex¬ 
amples  of  purposes  for  which  loans 
may  be  made: 

•  To  purchase  or  improve  farm 
land  and  buildings  and  con¬ 
struct  farm  buildings. 

•  To  purchase  livestock,  equip¬ 
ment,  and  supplies. 

•  To  pay  farm  operating  and 
family  living  expenses  including 
taxes  and  insurance. 

•  To  refinance  debts. 

•  To  provide  a  home  for  the  owner 
or  his  family  on  or  off  the  farm. 

•  To  provide  facilities  for  proc¬ 
essing,  storing,  and  marketing 
farm  products  and  handling  farm 
equipment  or  supplies  even  if 
not  located  on  the  farm. 

Security 

Federal  land  bank  loans  must  be 
secured  by  duly  recorded  first 
mortgages  on  farm  land.  Loans  are 
not  made  on  the  current  sale  value 
of  farms  but  are  based  on  normal 


value  as  determined  by  an  appraisal. 
The  basis  of  appraisal  is  the  value 
of  the  farm  for  agricultural  pur¬ 
poses  and  the  normal  earning  power 
of  the  farm  is  a  principal  factor. 

For  loans  to  part-time  farmers, 
where  dependable  sources  of  out¬ 
side  income  are  available  to  typical 
farm  operators,  the  home  value  is 
an  important  factor  in  making 
appraisals. 

Appraisal  Policies 

An  appraisal  of  the  security  by  a 
land  bank  appraiser  is  required  in 
connection  with  each  land  bank 
loan.  Land  bank  appraisers  are 
public  officials  appointed  and  su¬ 
pervised  by  the  Farm  Credit  Ad¬ 
ministration  and  assigned  for  duty 
within  the  districts.  Also,  Federal 
land  banks  are  authorized  to  desig¬ 
nate  other  qualified  persons  to 
make  appraisals.  Loans  may  be 
closed  on  the  basis  of  appraisal 
reports  by  such  designees  but  in 
such  cases  a  written  report  by  a 
land  bank  appraiser  must  be  ob¬ 
tained  within  one  year. 

The  Federal  Farm  Loan  Act,  as 
amended,  makes  it  mandatory  that 
all  land  bank  loans  be  based  upon 
the  normal  value  of  the  farm 
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offered  as  security  and  that  a  loan 
may  not  exceed  65  percent  of  such 
value.  Normal  value  is  defined  as 
“the  amount  a  typical  purchaser 
would,  under  usual  conditions,  be 
willing  to  pay  and  be  justified  in 
paying  for  the  property  for  custom¬ 
ary  agricultural  uses,  including  farm 
home  advantages,  with  the  expecta¬ 
tion  of  receiving  normal  net  earn¬ 
ings  from  the  farm  and  from  other 
dependable  sources.”  Generally 
speaking,  normal  values  are  long 
term  values  established  for  the 
purpose  of  making  long  term  loans 
on  a  basis  that  will  avoid  overlend¬ 
ing  in  peak  periods  and  underlend¬ 
ing  in  depression  periods. 

The  responsibility  for  establish¬ 
ing  prices  for  agricultural  products 
and  costs  used  in  computing  normal 
net  farm  earnings  is  exercised  by 
the  Farm  Credit  Administration. 
These  prices  and  costs  are  based  on 
historical  data  and  a  careful  analy¬ 
sis  of  present  position,  outlook, 
and  trends. 

Soundness  of  the  Loan 

It  should  be  borne  in  mind  that 
land  bank  loans  are  not  made  with 
Government  money  but  with  funds 
obtained  through  the  sale  of  bonds 
issued  by  the  Federal  land  banks. 
Members  of  a  national  farm  loan 
association  guarantee  one  another’s 
loans  within  certain  limits,  and  the 
loans  are  made  on  such  a  basis  that 
their  repayment  is  reasonably  as¬ 
sured.  Land  bank  loans  are  made 
for  long  periods,  usually  20  to  35 
years  or  even  as  long  as  40  years, 
and  it  is  essential  that  all  credit 
factors  be  carefully  considered. 
Both  the  farmer  making  the  appli¬ 


cation  and  the  property  being  of¬ 
fered  as  security  are  of  importance 
in  the  transaction.  A  sound  loan 
cannot  be  made  on  a  poor  or  hazard¬ 
ous  type  of  property  even  though 
the  owner  and  applicant  may  be 
well  regarded  as  a  credit  risk,  nor 
can  a  safe  loan  be  made  to  one  who 
is  an  undesirable  credit  risk.  Loans 
are  made  with  the  view  of  rendering 
a  helpful  financial  service  to  worthy 
applicants.  In  the  land  bank  sys¬ 
tem  a  loan  to  be  sound  must  be 
sound  from  the  standpoint  of  the 
borrower  as  well  as  the  lender. 

The  objective  has  been  to  develop 
loan  policies  that  will  serve  the  con¬ 
structive  credit  needs  of  farmers, 
assure  a  dependable  supply  of  low- 
cost  loan  funds  and  maintain  a 
permanent,  efficient  organization  for 
making  the  loans.  To  this  end  the 
Federal  land  banks  have  developed 
and  adopted  the  following  definition 
of  a  sound  loan: 

A  Federal  land  bank  loan  is 
sound  if  (1)  it  serves  a  useful  pur¬ 
pose;  (2)  the  amount  and  terms  of 
repayment  are  within  the  debt  re¬ 
tirement  capacity  of  the  farm  and 
the  borrower;  (3)  the  borrower  is  an 
acceptable  risk  and  his  equity  in  the 
normal  value  of  the  farm  and  his 
equity  in  his  other  assets  are  such 
that  he  will  be  encouraged  to  pro¬ 
tect  his  investment  at  all  times;  and 
(4)  the  quality  of  the  farm  is  such 
that  the  bank  and  association  will 
be  afforded  reasonable  protection 
against  loss  should  acquisition  of 
the  security  become  necessary. 

Processing  a  Loan 

There  are  seven  basic  steps  in¬ 
volved  in  making  a  loan: 
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Financing  the  construction  of  barns  and  other  buildings  is  an  important  function  of  cooperative 

credit. 


(1)  The  applicant  applies  for  a 
loan  through  his  local  national  farm 
loan  association,  giving  the  location 
of  his  farm,  his  financial  statement, 
and  certain  other  information  in¬ 
cluding  the  purposes  for  which  the 
loan  proceeds  will  be  used. 

(2)  The  association  investigator, 
usually  the  secretary-treasurer  or 
his  assistant,  investigates  the  appli¬ 
cant’s  standing  in  the  community 
and  his  managerial  ability.  This 
investigation  ordinarily  includes  a 
visit  to  the  farm  so  the  investigator 
can  make  an  accurate  analysis  of 
the  entire  situation.  He  reports  on 
his  findings  and  makes  his  recom¬ 
mendation  concerning  the  loan  to 
the  association  loan  committee. 

(3)  The  farm  is  appraised  by  a 
qualified  appraiser  who  submits  a 
report  to  the  association. 

(4)  The  association  loan  commit¬ 
tee  considers  the  reports  and  either 


approves  or  rejects  the  loan.  The 
loan  must  be  approved  by  all  mem- 
mers  of  the  committee,  not  less  than 
three,  to  whom  the  application  is 
presented  for  consideration.  Ap¬ 
proval  of  a  loan  includes  election  of 
the  applicant  to  membership. 

(5)  The  bank  loan  committee  con¬ 
siders  the  reports  and  either  ap¬ 
proves  or  rejects  a  loan.  It  cannot 
approve  a  loan  for  more  than  the 
amount  approved  by  the  association 
loan  committee. 

(6)  If  a  loan  is  approved  by  both 
loan  committees,  it  is  offered  to  the 
applicant  for  his  acceptance. 

(7)  If  the  loan  is  accepted,  the 
title  to  the  farm  is  examined  and, 
if  it  is  found  acceptable,  the  loan  is 
closed. 

The  manner  in  which  these  steps 
are  performed  varies  to  some  extent 
among  land  bank  districts  and  asso¬ 
ciations  within  a  district. 


Term  of  Loan 

The  term  of  Federal  land  bank 
loans  may  not  be  less  than  5  years 
nor  more  than  40  years.  The  most 
common  loan  term  is  from  20  to 
30-odd  years  but  is  frequently  less 
as  circumstances  require.  The  ob¬ 
jective  is  to  fix  the  term  of  the  loan 
to  the  needs  of  the  borrower,  the 
debt  paying  capacity  of  the  bor¬ 
rower  and  his  farm,  and  the  dura¬ 
bility  of  the  farm  offered  as  security 
for  the  loan. 

Repayment  Provisions 

Every  Federal  land  bank  loan 
must  be  made  repayable  on  a  plan 
of  amortization  by  means  of  a  fixed 
number  of  annual  or  semiannual 
installments.  These  payments  in¬ 
clude  interest  on  the  unpaid  bal¬ 
ance  and  such  amounts  to  be  ap¬ 
plied  on  the  principal  as  will  pay 
off  the  debt  within  the  term  for 
which  it  is  written. 

Two  plans  of  repayment  are  in 
use.  One  is  the  standard  or  equal 
payment  plan  and  the  other  the 
decreasing  payment  plan.  Under 
the  standard  plan  the  borrower 
makes  a  fixed,  equal  payment, 
annually  or  semiannually.  A  por¬ 
tion  of  the  payment  is  applied  to 
interest  and  the  balance  to  prin¬ 
cipal,  thus  gradually  reducing  the 
debt.  With  each  installment  pay¬ 
ment  the  interest  becomes  less  and 
the  amount  applied  toward  prin¬ 
cipal  becomes  greater. 

The  other  plan  differs  from  the 
standard  plan  in  that  a  fixed,  equal 


payment  of  principal  is  made  an¬ 
nually  or  semiannually  rather  than 
a  fixed  total  installment  payment. 
The  reduction  of  principal  when 
each  payment  is  made  causes  a 
continued  reduction  in  the  annual 
interest  payment  and  a  decrease  in 
the  total  amount  of  the  installment 
payment. 

Repayment  Privileges 

A  borrower  may  repay  part  or 
all  of  his  loan  ahead  of  time  if  he  is 
able  and  wishes  to  do  so.  This  per¬ 
mits  rapid  repayment  of  the  loan 
when  incomes  are  high.  The  land 
banks  also  will  accept  payments  to 
be  set  aside  and  applied  to  future 
installments  at  the  direction  of  the 
borrower.  The  borrower  receives 
interest  on  these  future  payments. 

Interest  Rates 

Federal  land  bank  loans  are  made 
at  favorable  rates  of  interest  and 
the  contract  rate  cannot  be  raised 
during  the  life  of  a  loan.  Changes 
in  the  contract  rate  on  new  loans 
are  made  only  when  changes  in 
operating  expenses  and  the  cost 
of  borrowed  funds  make  them  nec¬ 
essary.  The  interest  rate  charged 
borrowers  should  be  high  enough 
to  cover  the  cost  of  the  money  ob¬ 
tained  from  the  sale  of  bonds,  the 
operating  expenses  of  the  banks  and 
associations,  and  appropriate  accu¬ 
mulations  of  reserves  in  the  banks 
and  associations.  Any  earnings 
above  these  requirements  are  in 
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fact  savings  and  may  be  returned 
to  the  borrowers  and  stockholders 
as  dividends. 

Fees  and  Cha  rges 

The  applicant  is  required  to  fur¬ 
nish  satisfactory  evidence  of  title 
and  pay  recording  charges.  The 
charge  for  making  up  the  abstract 
or  certificate  of  title  is  a  matter 
between  the  applicant  and  his  ab¬ 
stractor.  In  many  cases  the  appli¬ 
cant  can  find  out  the  cost  of  the 
abstract  before  ordering  the  work 
done. 

In  some  districts  reasonable  ap¬ 
plication  fees  are  charged  to  par¬ 
tially  cover  the  cost  of  appraisals. 
Also,  the  national  farm  loan  asso¬ 
ciations  are  authorized  to  charge  a 
fee  up  to  1  percent  of  the  loan  in 
order  to  meet  necessary  expenses. 
However,  in  many  districts  these 
fees  have  been  discontinued. 

Loan  Servicing 

Because  it  is  the  fundamental  aim 
of  this  cooperative  lending  system 
to  treat  its  borrowers  with  absolute 
fairness,  the  Federal  land  banks 
have  adopted  consistent  policies 
and  worked  out  systematic  proce¬ 
dures  for  servicing  their  loans.  The 
national  farm  loan  associations  have 
been  empowered  to  perform  this 
work.  It  is  the  responsibility  of 
the  board  of  directors  of  an  associa¬ 
tion  to  make  sure  that  all  loans  are 
serviced  with  fairness  to  both  the 
member  and  the  association  in  con¬ 
formity  with  the  general  policies  of 


the  land  bank.  Borrowers  able  to 
pay  are  expected  to  do  so.  How¬ 
ever,  when  defaults  occur  due  to 
circumstances  beyond  the  control 
of  the  borrower,  payments  generally 
are  not  required  which  would  impair 
his  ability  to  earn  and  meet  future 
payments. 

An  important  feature  of  the  loan 
servicing  policies  is  to  give  every 
consideration  to  worthy  delinquent 
borrowers  so  they  can  place  their 
loans  in  good  standing  and  ulti¬ 
mately  pay  off  their  indebtedness. 

A  borrower  is  considered  worthy 
and  his  loan  is  not  foreclosed  if  he: 

(1)  Is  doing  his  honest  best 
(exerts  every  reasonable  effort  to¬ 
ward  proper  management  and  op¬ 
eration  of  the  farm;  uses  outside 
income  or  resources,  if  available, 
to  help  carry  farm  indebtedness 
and  to  operate  the  farm;  is  willing 
to  meet  all  material  requirements 
which  the  bank  is  justified  in  mak¬ 
ing)  ;  and 

(2)  Is  applying  the  proceeds  of 
production,  over  and  above  neces¬ 
sary  living  and  operating  expenses, 
to  the  payment  of  primary  obliga¬ 
tions  (confines  living  expenses  to 
the  standard  of  other  farmers  com¬ 
parably  situated  in  the  community) ; 
and 

(3)  Is  taking  proper  care  of  the 
property  (maintains  necessary 
buildings  and  other  physical  assets 
in  reasonable  state  of  repair;  pre¬ 
serves  the  fertility  of  the  soil;  and 
in  general  maintains  or  improves 
the  earning  capacity  of  the  prop¬ 
erty);  and 

(4)  Has  the  capacity  to  work  his 
way  out  of  a  reasonable  burden  of 
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Farmers  use  long-term  land  bank  loans  to  improve  their  land  and  buildings  as  well  as  to 

erect  new  buildings. 


debt  under  normal  conditions  (has 
the  ability,  either  managerial  or 
otherwise,  to  operate  the  property 
with  reasonable  efficiency). 

Delinquent  Loan  Treatments 

In  an  effort  to  prevent  fore¬ 
closures  and  to  assist  deserving 
borrowers  in  retaining  their  farms 
and  homes,  a  number  of  loan  serv¬ 
icing  treatments  have  been  devel¬ 
oped  to  meet  specific  problems  of 
borrowers  on  an  individual  basis. 
The  association  may  agree  to  ex¬ 
tend  the  time  for  the  borrower  to 
pay  delinquent  installments,  it  may 


defer  any  payments  on  principal 
for  a  specified  time,  it  may  advance 
delinquent  taxes,  or  it  may  change 
the  term  of  years  remaining  in 
which  to  pay  the  loan.  Each  case 
is  considered  carefully  to  determine 
the  causes  for  the  default  and  the 
most  practicable  methods  by  which 
any  difficulties  may  be  overcome 
through  the  use  of  loan  treatments 
or  improved  management  and  farm¬ 
ing  methods. 

Loans  That  Fail 

Despite  the  good  intentions  of  a 
borrower  and  the  efforts  and  desire 
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of  the  association  and  the  bank  to 
be  of  assistance,  some  loans  will  fail. 
Foreclosing  a  mortgage  loan  is  an 
exceedingly  serious  step  and  is  taken 
only  as  the  last  resort.  Foreclosure 
is  recommended  only  after  thorough 
consideration  of  the  facts  in  the  case 
and  any  other  possible  solutions 
including  sale  of  the  farm  to  enable 
the  borrower  to  salvage  any  equity 
he  may  have  remaining  in  the 
property.  The  decision  to  foreclose 
is  reserved  to  the  bank  but  the 
recommendation  of  the  endorsing 
association  is  required. 

Tc  xes  and  Insurance 

Each  borrower  agrees,  in  accord¬ 
ance  with  the  terms  of  his  mortgage, 
to  pay  when  due  all  taxes  assessed 
on  his  property.  Real  estate  tax  is 
an  annual  fixed  charge  and  con¬ 
stitutes  a  lien  ahead  of  the  bank’s 
mortgage.  The  associations  check 
tax  payments  and  encourage  bor¬ 
rowers  to  pay  taxes  promptly. 

Buildings  are  a  factor  in  deter¬ 
mining  the  amount  of  the  loan  and 
must  be  kept  adequately  insured  for 
the  protection  not  only  of  the  asso¬ 
ciation  and  the  bank  but  also  of 
the  borrower.  Insurance  is  made 
payable  to  the  bank  as  its  interests 
may  appear  at  the  time  of  loss.  At 
the  option  of  the  borrower  and  sub¬ 
ject  to  applicable  regulations  sums 
so  received  may  be  used  to  pay 
for  reconstructing  the  buildings 
destroyed.  The  associations  have 
assumed  the  responsibility  of  seeing 
that  borrowers  maintain  insurance 
according  to  requirements. 


Partial  Releases 

When  a  borrower  desires  to  sell 
a  part  of  the  mortgaged  property- 
land,  buildings,  timber,  sand,  gravel, 
or  other  minerals — a  partial  release 
may  be  granted  to  enable  him  to  do 
so  provided  the  condition  of  the 
loan  is  maintained  or  improved. 
Funds  received  from  the  sale  should 
ordinarily  be  applied  to  the  prin¬ 
cipal  of  the  loan  but,  where  the 
interests  of  the  borrower,  the  asso¬ 
ciation,  and  the  bank  would  be 
better  served,  the  funds  may  be 
used  for  other  purposes.  These 
purposes  include  paying  delinquent 
taxes,  interest,  insurance  premiums, 
repairing  or  constructing  buildings 
located  on  the  mortgaged  farm, 
improving  the  soil,  or  for  the  per¬ 
sonal  needs  of  the  borrower. 

Release  of  Personal  Liability 

A  member  of  a  national  farm  loan 
association  does  not  free  himself  of 
his  personal  liability  to  repay  a  loan 
by  selling  his  mortgaged  farm.  He 
remains  liable  until  the  mortgage 
is  fully  paid  or  until  he  is  given  a 
release  by  the  bank.  Before  the 
bank  grants  a  release  the  borrower 
must  make  a  written  application 
and  the  purchaser  must  assume  the 
mortgage  thus  becoming  personally 
liable  himself.  Also,  there  must  be 
reasonable  assurance  that  the  pur¬ 
chaser  will  pay  the  loan  in  accord¬ 
ance  with  its  terms.  The  applicant 
for  the  release  must  transfer  to  the 
purchaser  all  his  interests  in  the 
stock  issued  in  connection  with 
the  loan. 
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Summary  of  Cooperative  Features  and  Accomplishments 
of  the  Federal  Land  Bank  System 

A  COOPERATIVE  to  be  successful  must  be  organized  to  meet 
a  definite  economic  need.  Before  the  Federal  land  bank 
system  was  established  in  1917  farmers  were  obliged  to  use 
sources  of  credit  that  had  been  developed  primarily  to  meet 
the  needs  of  industry  and  commerce  and  which  were  not  partic¬ 
ularly  adapted  to  the  conditions  in  agriculture.  Interest  rates 
were  high;  loans  were  made  for  relatively  short  periods;  and  in 
times  of  financial  stress  it  was  often  difficult  and  sometimes 
impossible  to  obtain  financing  or  to  renew  an  existing  mortgage. 


The  need  for  this  cooperative 
mortgage  credit  system  and  its  suc¬ 
cess  in  meeting  that  need  can  be 
measured  by  the  service  it  has  ren¬ 
dered  to  the  farmers  of  the  country. 
Since  the  system  was  created  it  has 
made  more  than  1%  million  loans 
amounting  to  $6)2  billion.  These 
loans  included  credit  to  thousands  of 
young  farmers,  some  of  them  vet¬ 
erans  of  World  Wars  I  and  II, 
and  enabled  them  to  get  a  start 
in  farming.  Also  they  helped  thou¬ 
sands  of  farmers  to  refinance 
burdensome  debts,  particularly  dur¬ 
ing  the  depression  of  the  early  30’s, 
and  to  save  their  farms  from  fore¬ 
closure. 

Co-op  System  Sets  Pace 

Because  cooperatives  are  non¬ 
profit  service  institutions  they  gen¬ 
erally  are  pace-setters  in  their  field 
of  service.  The  cooperative  land 
bank  system  has  consistently  set 
the  pace  in  the  field  of  farm  mort¬ 
gage  credit  service. 

It  introduced  long-term  amor¬ 
tized  loans  to  farmers  on  a  nation¬ 
wide  basis.  This  did  away  with 
frequent,  costly,  and  uncertain  re¬ 


newals  which  had  characterized 
most  farm  mortgage  lending  prior 
to  1917. 

It  developed  the  future  payment 
fund  whereby  the  members  of  the 
system  are  given  the  opportunity 
to  build  cash  reserves  against  a 
rainy  day  and  to  receive  interest 
on  such  reserves. 

It  pioneered  the  practice  of  per¬ 
mitting  its  members  to  pay  off 
their  loans  at  any  time  without 
penalty.  In  making  low  interest 
rate  loans  it  has  saved  millions  of 
dollars  in  annual  interest  paid  by 
farmers.  The  system  indirectly 
benefits  all  farmer-borrowers  re¬ 
gardless  of  where  they  obtain  their 
funds  because  other  lenders  have 
followed  its  leadership,  lowered 
their  interest  rates,  and  otherwise 
improved  their  services. 

The  Federal  land  bank  system 
also  introduced  the  practice  of  bas¬ 
ing  loans  on  normal  agricultural 
values  of  farms  instead  of  the  cur¬ 
rent  sale  price  of  farms  or  other 
temporary  levels  of  value,  and  the 
soundness  of  this  policy  has  now 
been  recognized  and  adopted  by 
many  important  mortgage  agencies 
in  the  country. 
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Adapts  Services  to  Farming 

The  changes  made  in  recent  years 
in  adapting  the  services  of  the  sys¬ 
tem  to  the  changing  needs  of 
farmers  and  ranchers  have  made  it 
possible  for  more  of  them  to  use 
the  system.  New  appraisal  stand¬ 
ards,  loans  to  part-time  farmers 
and  farming  corporations,  the  in¬ 
crease  in  maximum  size  of  land 
bank  loans,  and  the  broader  pur¬ 
poses  for  which  farmers  may  use 
loans  are  examples  of  how  services 
are  continually  being  modernized 
to  keep  in  step  with  a  fast-moving 
agriculture. 

One  of  the  important  tests  a  true 
cooperative  must  meet  is  to  pro¬ 
vide  services  to  members  at  cost, 
and  that  test  is  being  met  through 
the  return  of  savings  to  members  in 
the  form  of  dividends  from  their 


national  farm  loan  associations. 
These  dividends  represent  a  sub¬ 
stantial  reduction  in  the  carrying 
charges  on  members’  loans. 

Each  member  of  a  national  farm 
loan  association  owns  stock  in  the 
association  in  proportion  to  his  loan 
and  each  has  one  vote  in  the  elec¬ 
tion  of  the  directors  as  well  as  on 
other  matters  coming  before  the 
association  membership. 

The  board  of  directors  is  elected 
by  and  from  the  membership  and 
has  authority  to  manage  the  asso¬ 
ciation.  Through  their  associa¬ 
tions,  the  members  have  a  voice  in 
the  management  of  their  Federal 
land  bank. 

By  taking  an  active  interest  in 
the  affairs  of  the  association  the 
members  contribute  greatly  to  the 
continued  success  of  the  cooperative 
land  bank  system. 
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The  Federal  Land  Banks 


The  cities  in  which  the  banks  are  located  and  the  territory  which 
they  serve  are  listed  below. 

SPRINGFIELD,  MASS. 

Connecticut,  Maine,  Massachusetts,  New  Hampshire,  New  Jersey, 
New  York,  Rhode  Island,  and  Vermont 

BALTIMORE,  MD. 

Delaware,  District  of  Columbia,  Maryland,  Pennsylvania,  Puerto 

Rico,  Virginia,  and  West  Virginia 

COLUMBIA,  S.  C. 

Florida,  Georgia,  North  Carolina,  and  South  Carolina 
LOUISVILLE,  KY. 

Indiana,  Kentucky,  Ohio,  and  Tennessee 

NEW  ORLEANS,  LA. 

Alabama,  Louisiana,  and  Mississippi 

ST.  LOUIS,  MO. 

Arkansas,  Illinois,  and  Missouri 

ST.  PAUL,  MINN. 

Michigan,  Minnesota,  North  Dakota,  and  Wisconsin 
OMAHA,  NEBR. 

Iowa,  Nebraska,  South  Dakota,  and  Wyoming 
WICHITA,  KANS. 

Colorado,  Kansas,  New  Mexico,  and  Oklahoma 

HOUSTON,  TEX. 

Texas 

BERKELEY,  CALIF. 

Arizona,  California,  Nevada,  and  Utah 

SPOKANE,  WASH. 

Idaho,  Montana,  Oregon,  and  Washington 
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Federal  Land  Bank  System 
. How  it  Operates 


FARMERS  through  their  Federal  land  bank  system  have 
obtained  more  than  11/2  million  loans  for  $8  billion  since 
the  system  was  organized  in  1917.  These  loans  have  pro¬ 
vided  funds  to  refinance  indebtedness,  to  buy  farms,  to  enlarge 
farming  units,  to  improve  the  land,  to  provide  buildings,  and 
for  other  purposes.  Since  it  is  a  cooperative  system,  owned 
by  its  farmer  and  rancher  members,  it  is  important  that  all 
members  of  Federal  land  bank  associations,  and  particularly 
new  members,  as  well  as  farmers  in  general  have  a  good  under¬ 
standing  of  how  it  operates.  It  is  with  these  facts  in  mind  that 
the  following  material  has  been  prepared. 


History  and  Organization 


THE  Federal  land  bank  system 
was  established  in  1917  by  the 
Federal  Farm  Loan  Act  as  a  farm¬ 
ers’  cooperative  credit  system.  It 
consists  of  the  12  Federal  land  banks 
and  the  Federal  land  bank  associa¬ 
tions.  This  system  was  created  by 
Congress  to  meet  a  definite  eco¬ 
nomic  need  for  a  permanent  and 
dependable  source  of  sound  farm 
mortgage  credit  at  reasonable  rates 
and  on  terms  especially  adapted  to 
the  particular  requirements  of 
farmers.  It  was  expected  that  this 
farmer-owned  and  farmer-operated 
system  designed  specifically  to  pro¬ 
vide  long-term,  low-interest  bear¬ 
ing  loans  on  an  amortized  basis 
would  serve  as  a  pace-setter  in 


solving  many  of  the  problems  that 
existed  in  farm  mortgage  credit. 

Capital  Stock  of  the 
Federal  Land  Banks 

Capital  was  required  to  start  the 
system  and  most  of  the  initial  capi¬ 
tal  stock  of  the  Federal  land  banks 
authorized  by  the  act  was  subscribed 
by  the  Government.  In  order  to  en¬ 
able  the  Federal  land  banks  to  be¬ 
come  completely  farmer-owned,  the 
act  provided  a  formula  for  retiring 
the  Government's  capital  as  capital 
was  subscribed  by  borrowers.  Each 
borrower  is  required  to  buy  stock 
in  his  local  Federal  land  bank  asso¬ 
ciation  in  an  amount  equal  to  5  per- 
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In  addition  to  purchasing  farms ,  long-term  Federal  land  bank  loans  are  particularly  adapted 

to  pasture  and  soil  improvement  programs. 


cent  of  his  loan.  The  association 
in  turn  buys  a  similar  amount  of 
stock  in  the  Federal  land  bank. 
Such  stock  is  held  by  the  bank  and 
the  association  as  additional  col¬ 
lateral  security  for  the  repayment 
of  the  loan. 

The  Federal  land  bank  system  is 
now  completely  farmer-owned, 
which  was  the  objective  when  it  was 
proposed.  The  initial  capital  stock 
subscribed  by  the  Government  has 
been  retired  and  certain  additional 
capital,  provided  by  the  Government 
during  the  depression  years  of  the 
1930’s  to  enable  the  system  to  re¬ 
finance  farm  mortgage  debts,  has 
been  returned  to  the  Treasury.  Each 
of  the  Federal  land  banks  now  is 
owned  by  its  stockholders,  princi¬ 
pally  Federal  land  bank  associations 
which,  in  turn,  are  completely  owned 
by  member-borrowers.  The  system 
is  on  a  strong  financial  basis  and  it 


has  built  resources  that  will  enable 
it  to  meet  any  normal  demands  that 
might  be  made  for  financing  farm¬ 
ers., 

Supervision  and  Management 

The  Farm  Credit  Administration 
has  general  regulatory  and  super¬ 
visory  authority  over  the  Federal 
land  banks  and  the  Federal  land 
bank  associations.  The  supervisory 
responsibilities  were  conferred  on 
the  Farm  Credit  Administration  by 
Congress  to  provide  general  uni¬ 
formity  in  policies  throughout  the 
system,  and  to  assure  that  the  basic 
objectives  of  the  Federal  Farm  Loan 
Act  are  being  achieved  and  the 
operations  conducted  in  the  interest 
of  the  public. 

A  seven-man  district  Farm 
Credit  Board  serves  as  the  board 
of  directors  for  the  Federal  land 
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bank  and  the  other  banks  making 
up  each  Farm  Credit  District.  The 
Federal  land  bank  associations  in 
each  district  elect  two  members  of 
the  board.  Two  members  of  the 
board  are  elected  by  production 
credit  associations  and  the  farmer 
cooperatives  borrowing  from  the 
bank  for  cooperatives  elect  one 
member.  The  other  members  are 
appointed  by  the  Governor. 

The  associations  in  each  district 
also  designate  a  nominee  who,  to¬ 
gether  with  the  nominees  of  the 
production  credit  associations  and 
the  cooperatives  that  use  the  bank 
for  cooperatives,  is  considered  by 
the  President  of  the  United  States 
in  making  his  appointment  from 
that  district  to  the  Federal  Farm 
Credit  Board.  All  appointments  so 
far  have  been  made  from  these  nom¬ 
inees.  The  13th  member  is  named  by 
the  Secretary  of  Agriculture. 


Funds  for  Loans 

Funds  used  in  the  lending  opera¬ 
tions  of  the  Federal  land  banks  are 
obtained  chiefly  from  the  sale  of 
consolidated  Federal  farm  loan 
bonds  to  the  investing  public.  These 
bonds  are  in  no  way  guaranteed  by 
the  Federal  Government.  Since 
these  bonds,  collateralized  prima¬ 
rily  by  the  farm  mortgages  held  by 
the  banks,  are  considered  a  prime 
investment  in  the  money  markets, 
purchasers  have  been  eager  to  buy 
them  at  comparatively  low  rates  of 
interest.  The  Federal  land  bank 
associations  and  the  Federal  land 
banks  serve  to  bridge  the  gap  be¬ 
tween  farmers  needing  long-term 
credit  and  investors  in  the  cities. 
This  source  of  funds  enables  the 
system  to  make  loans  that  run  for 
a  long  period  of  years  giving  farm 
families  ample  time  to  repay. 


Federal  Land  Bank  Associations 

THE  Federal  Farm  Loan  Act  provided  for  the  formation  of 
Federal  land  bank  associations  as  the  local  cooperative 
units  for  the  Federal  land  bank  system.  Ten  or  more  farmers 
in  any  community  in  the  United  States  who  wished  to  receive 
the  benefits  of  this  cooperative  credit  system  might  unite  to 
form  an  association.  They  had  to  own  and  offer  satisfactory 
security  for  land  bank  loans  aggregating  $20,000  or  more. 
A  charter  could  then  be  granted  to  the  association  and  the 
territory  designated  in  which  it  would  operate.  During  the 
first  20  years  of  the  system  about  5,000  associations  were 
granted  charters.  This  resulted  in  considerable  overlapping 
and  duplication  of  territory  served  by  the  associations,  a 
situation  which  was  later  corrected  through  consolidations 
and  reorganizations.  The  number  has  now  been  reduced  to 
approximately  800  financially  sound  Federal  land  bank  asso¬ 
ciations  serving  the  continental  United  States,  Puerto  Rico, 
and  Alaska. 
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General  Functions 

Each  association  is  a  separately 
chartered  organization  of  member- 
borrowers  operating  under  its  own 
bylaws.  Each  has  its  own  board 
of  directors  elected  by  and  from 
the  members.  The  board  of  direc¬ 
tors  selects  the  officers  and  em¬ 
ployees  and  is  responsible  for  the 
operations  of  the  association.  Each 
is  served  through  an  office  properly 
equipped  for  its  operation.  To 
reduce  expenses  and  still  maintain 
efficient  service  to  farmers,  two 
or  more  Federal  land  bank  asso¬ 
ciations  often  maintain  a  group  of¬ 
fice  with  a  common  manager  and 
other  joint  employees. 

The  first  purpose  of  the  Federal 
land  bank  associations  is  to  afford 
farmers  an  opportunity  to  make 
applications  for  Federal  land  bank 
loans.  One  of  their  principal  duties 
is  to  consider  carefully  these  appli¬ 
cations  and  to  recommend  only  those 
loans  they  are  confident  will  be  safe 
and  sound  and  of  service  to  the  bor¬ 
rowers.  A  farmer,  to  obtain  a  loan, 
must  be  eligible,  and  the  farm  must 
qualify  as  security  for  a  loan  under 
the  provisions  of  the  Federal  Farm 
Loan  Act.  The  associations  also 
service  the  loans  made  through 
them. 

Member  -  Ownership 

Member-ownership  is  perhaps 
the  first  principle  of  cooperative 
business  organizations.  Each  mem¬ 
ber  of  a  Federal  land  bank  associa¬ 
tion  is  required,  as  mentioned  pre¬ 
viously,  to  purchase  stock  in  the 
association  equal  to  5  percent  of  the 
amount  borrowed.  The  association 
in  turn  purchases  a  like  amount  of 
stock  in  the  Federal  land  bank. 
Subscription  to  stock  in  the  Federal 


land  bank  associations  has  enabled 
their  farmer-members  to  become 
owners  of  the  Federal  land  bank 
in  each  Farm  Credit  district.  Amer¬ 
ican  farmers  who  borrow  from  the 
land  banks  now  own  the  largest 
farm  mortgage  credit  system  in  the 
world  and  one  of  the  biggest  farmer 
cooperatives.  Their  stock  is  con¬ 
sidered  one  of  their  safest  invest¬ 
ments. 

The  stock  the  member  owns  in 
the  association  is  his  personal  prop¬ 
erty  and  it  is  pledged  with  the  asso¬ 
ciation  as  additional  collateral  for 
his  loan.  If  he  sells  his  farm,  he 
may  and  ordinarily  should  sell  his 
stock  to  the  purchaser  of  the  farm, 
but  the  transfer  of  the  ownership 
of  the  stock  cannot  be  made  on  the 
books  of  the  association  unless  the 
purchaser  assumes  the  mortgage 
and  is  qualified  and  elected  to  mem¬ 
bership  in  the  association.  The 
purchaser  accepted  as  a  member 
by  the  cooperative  then  becomes 
the  holder  of  the  stock  with  the 
same  rights  and  liabilities  as  the 
original  owner. 

It  is  only  through  the  cooperation, 
assistance,  and  recommendation  of 
his  neighbors  who  are  members  of 
an  association  that  a  farmer  can 
obtain  a  land  bank  loan.  The  asso¬ 
ciation  endorses  and  thereby  be¬ 
comes  liable  for  the  repayment  of 
the  loan.  This  means  that  the 
members  pledge,  to  a  certain  ex¬ 
tent,  their  faith  and  credit  to  assist 
each  other  and  this  mutual  interest 
represents  the  essence  of  the  coop¬ 
erative  nature  of  the  Federal  land 
bank  system.  This  sharing  of  risks 
is  an  accepted  cooperative  principle. 

Stock  Liability 

Each  farmer  or  rancher  who  be¬ 
comes  a  member  of  a  Federal 
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land  bank  association  assumes  cer¬ 
tain  liability  along  with  his  fellow 
members,  for  any  losses  of  the 
association.  The  stock  which  he 
purchases  when  he  gets  his  loan 
is  pledged  as  security  for  his  loan 
association.  Most  associations  now 
have  considerable  amounts  in  ac¬ 
cumulated  reserves  and  surplus 
funds  which  protect  the  members' 
investment.  These  funds  and  sound 
methods  of  operation  make  the  pos¬ 
sibility  of  loss  of  stock  under  this 
liability  rather  remote. 

Redeeming  Stock 

When  a  Federal  land  bank  loan 
is  paid  in  full  the  stock  in  the  bank 
is  retired  in  cash  at  par  -  $5  per 
share.  The  association  then  retires 
the  member's  stock  in  the  same 
manner.  In  this  way  the  ownership 
of  the  system  is  confined  to  its 
users. 

If  the  Federal  land  bank  associa¬ 
tion  that  endorsed  the  loan  should 
become  indebted  to  the  bank  beyond 


its  ability  to  repay,  the  stock  might 
not  be  redeemed.  However,  up  to 
the  present  time  all  members  have 
been  able  to  fully  realize  their  in¬ 
vestment  in  Federal  land  bank  asso¬ 
ciation  stock  which  they  have  held 
to  the  time  of  redemption. 

Dividends 

In  keeping  with  cooperative  prin¬ 
ciples,  the  Federal  land  banks  dis¬ 
tribute  savings  to  Federal  land  bank 
associations,  and  the  associations 
likewise  distribute  their  savings  to 
the  borrowers.  These  distributions 
are  made  in  the  form  of  dividends 
on  the  stock  owned  by  the  associa¬ 
tions  and  the  borrowers.  Since 
the  stock  is  owned  in  proportion  to 
the  amount  of  the  original  loan,  these 
dividends  serves  essentially  as  pa¬ 
tronage  refunds  to  association  mem¬ 
bers. 

The  law  states  that  after  pro¬ 
viding  for  legal  reserve,  a  Federal 
land  bank  may  declare  dividends  to 
stockholders  of  the  whole  or  any 


Through  their  cooperative  Farm  Credit  System,  farmers  have  built  a  resource  available  at  all 

times  to  meet  their  credit  needs. 
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part  of  the  balance  of  its  net  earn¬ 
ings  with  the  approval  of  the  Farm 
Credit  Administration.  The  Farm 
Credit  Administration  requires  that 
a  bank  must  be  able  to  maintain  a 
satisfactory  earning  position,  in¬ 
cluding  adequate  provision  for 
losses,  and  be  able  to  satisfy  all  of 
its  financial  requirements  in  an 
orderly  manner  before  a  dividend  is 
approved.  Similar  requirements  are 
made  with  respect  to  dividends  by 
the  associations  but  approval  of 
such  dividends  has  been  delegated 
to  the  respective  land  banks. 

During  the  early  years  of  the 
system,  dividends  were  paid  by  the 
Federal  land  banks  but  they  were 
discontinued  from  1931  until  the 
end  of  1943.  With  improved  eco¬ 
nomic  conditions  resulting  in 
greater  earnings,  the  payment  of 
dividends  has  been  resumed.  The 
associations  in  turn  have  passed  on 


to  their  members  a  substantial  per¬ 
centage  of  the  dividends  received 
from  the  banks  with  a  resulting 
lowering  of  the  cost  of  money  loaned 
to  members.  The  remainder  of  the 
dividends  received  from  the  banks 
by  the  associations  and  not  used 
for  necessary  expenses  has  been 
retained  to  establish  appropriate 
reserves  and  maintain  a  satisfac¬ 
tory  net  worth  position. 

Bylaws 

Each  association  functions  under 
a  set  of  bylaws  adopted  by  its  in¬ 
corporators.  These  bylaws  regulate 
both  the  manner  in  which  directors 
and  officers  are  elected  and  how 
the  general  business  of  the  asso¬ 
ciation  is  conducted.  They  also 
provide  for  annual  stockholders' 
meetings  and  set  up  other  guides 
for  the  operation  of  the  association. 


The  board  of  directors,  elected  by  the  members,  conducts  the  business  affairs  of  a  Federal  land 
bank  association.  These  directors  perform  a  vital  service  for  their  neighbors,  their  community , 
and  their  association. 
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Board  of  Directors 

The  directors  of  a  Federal  land 
bank  association  are  the  elected 
representatives  of  the  membership. 
Election  is  by  the  usual  democratic 
practice  of  one-man  one-vote  used 
by  cooperatives. 

The  board  of  an  association  con¬ 
sists  of  not  less  than  five  nor  more 
than  seven  members  who  are  elected 
by  the  stockholders  to  serve  for  a 
term  of  3  years.  Usually  the  terms 
are  staggered  so  as  to  preserve  a 
continuity  of  experience  in  the 
board.  The  members  of  the  board 
must  be  bona  fide  residents  of  the 
territory  within  which  the  associa¬ 
tion  is  authorized  to  do  business 
and  must  be  stockholders  of  the 
association. 

Under  the  general  supervision  of 
the  Farm  Credit  Administration, 
the  board  has  control  and  direction 
of  association  affairs.  It  supervises 
and  directs  the  association  business 
within  the  limitations  of  the  act 
under  which  it  is  chartered,  the 
regulations  of  the  Farm  Credit  Ad¬ 
ministration,  applicable  policies  of 
its  Federal  land  bank,  and  the  rules 
of  its  own  bylaws. 

The  major  functions  of  the  board 
of  directors  are: 

(1)  To  determine  and  establish 
policies  of  the  association. 

(2)  To  elect  officers  and  author¬ 
ize  the  employment  of  qualified 
personnel  to  carry  on  the  business 
of  the  association. 

(3)  To  determine  that  the  opera¬ 
tions  are  carried  on  in  an  efficient 
manner  and  in  accordance  with  the 
board's  policies  and  the  laws  under 
which  the  associations  operate. 

One  of  the  board’s  major  respon¬ 
sibilities  is  to  choose  a  loan  com¬ 
mittee  capable  of  properly  consid¬ 
ering  the  qualifications  of  applicants 


for  loans,  determining  the  value  of 
farms  offered  as  security  for  loans, 
and  electing  applicants  to  member¬ 
ship  in  the  association. 

Some  of  the  other  responsibilities 
of  the  board  are  to  appoint  or  dis¬ 
charge  any  officer  or  employee  of 
the  association,  fix  the  compensation 
of  the  manager  and  other  employees, 
control  all  expenditures  of  the  asso¬ 
ciation,  maintain  adequate  minutes 
of  the  directors'  meetings,  and  see 
that  all  loans  to  members  are  im¬ 
partially  and  properly  serviced. 

Directors  of  Federal  land  bank 
associations  perform  a  vital  and 
unselfish  service  for  their  neigh¬ 
bors,  their  community,  and  their 
own  cooperative  credit  organization. 
They  give  their  time  and  thought  to 
the  success  of  an  organization  that 
has  brought  credit  equality  to  agri¬ 
culture,  saved  vast  sums  in  interest 
charges,  and  provided  farmers  with 
a  credit  service  adapted  to  their 
needs. 

Manager 

The  manager  is  the  employee  of 
the  association,  selected  by  the  di¬ 
rectors,  who  has  the  responsibility 
of  conducting  the  work  of  the  asso¬ 
ciation  under  the  general  direction 
of  the  board.  He  is  the  principal 
representative  of  the  association  in 
direct  contact  with  applicants  and 
borrowers,  and  is  familiar  with 
agricultural  conditions  in  the  terri¬ 
tory  and  the  credit  needs  of  farmers. 
Generally,  his  duties  are  those  of 
executive  officer  of  the  association 
and  cover  the  whole  range  of  asso¬ 
ciation  activities. 

Loan  Committee 

Each  Federal  land  bank  associa¬ 
tion  has  a  loan  committee  of  three 
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or  more  members  designated  by  the 
board  of  directors.  Whenever  an 
application  for  a  mortgage  loan  is 
received  this  committee  is  required 
to  make  or  to  have  made  an  investi¬ 
gation  of  the  applicant  and  the  prop¬ 
erty.  A  written  report  must  be 
made  by  the  committee  or  its  in¬ 
vestigator  as  to  the  character  and 
solvency  of  the  applicant.  The 
committee  in  approving  a  loan  also 
must  have  a  report  on  the  value 
of  the  security  by  a  qualified  ap¬ 
praiser. 

The  board  of  directors  may  em¬ 
power  the  loan  committee  to  elect 
applicants  to  membership.  It  also 
may  authorize  any  three  members 
of  the  committee  to  act  as  the  loan 
committee  in  approving  loans  on 
behalf  of  the  association  and  in 
electing  applicants  to  membership. 
No  action  of  the  loan  committee  is 
valid  where  the  full  committee  is 
acting  unless  approved  by  all  mem¬ 
bers,  or  where  any  three  of  its 
members  are  acting  unless  approved 
by  all  such  members. 

No  loan  can  be  made  unless  the 
committee  gives  a  favorable  written 
report.  If  an  application  is  ap¬ 
proved,  the  committee  must  decide 
upon  the  amount  and  terms  of  the 
loan  that  may  be  offered  to  the 
applicant.  The  amount  cannot  be 
more  than  65  percent  of  the  normal 
value  of  the  farm  as  determined 
by  the  appraiser,  plus  the  amount 
of  stock  which  the  member-bor¬ 
rower  is  required  to  purchase  and 
may  pay  for  out  of  the  loan.  After 
these  steps  have  been  taken,  the 
manager  may  give  the  applicant  a 
loan  commitment  subject  to  final 
approval  or  rejection  by  the  bank. 

Responsibilities  of  Members 

In  all  true  cooperatives  the  final 
control  rests  with  the  member- 


patron.  He  exercises  this  control 
through  his  vote  in  electing  direc¬ 
tors. 

Each  Federal  land  bank  associa¬ 
tion  must  hold  an  annual  meeting  at 
which  directors  are  elected  and 
certain  other  formal  decisions  are 
reached.  At  these  meetings  reports 
are  made  on  the  business  affairs  of 
the  organization  to  give  the  mem¬ 
bers  the  information  they  should 
have  about  their  association.  Usu¬ 
ally  the  members  are  provided  with 
copies  of  a  summary  of  this  annual 
report.  A  well-conducted  and  well- 
attended  annual  meeting  is  the  best 
single  method  of  informing  the 
members  about  their  association. 

The  success  of  a  cooperative  is 
largely  dependent  on  the  loyal 
support  of  its  members.  A  large 
proportion  of  the  applicants  coming 
to  a  Federal  land  bank  association 
have  been  told  about  its  services  by 
satisfied  borrowers.  Associations 
encourage  members  to  keep  farmers 
in  their  communities  informed  about 
the  services  of  the  association. 
Some  associations  have  active  new 
business  committees  with  members 
selected  from  various  communities 
in  the  area. 

The  first  responsibility  of  a  mem¬ 
ber  is  to  fully  meet  his  obligations 
on  his  own  loan.  This  means 
meeting  all  payments  on  or  before 
the  due  date.  Almost  equally  im¬ 
portant  is  proper  care  of  the  secu¬ 
rity  and  it  is  to  the  member's  own 
interest  to  maintain  and  improve 
the  condition  of  his  farm  and  home. 

Association  Finances 

The  income  of  the  association 
necessary  for  salaries  of  employ¬ 
ees,  rent,  travel,  and  many  other 
items  incident  to  providing  a  con¬ 
venient  credit  service  comes 
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Federal  land  bank  association  members  are  provided  a  voice  in  the  operation  of  their  associa¬ 
tions  through  attendance  at  annual  meetings.  Success  of  each  association  requires  participa¬ 
tion  by  a  well-informed  membership. 


largely  from  two  kinds  of  payments 
by  the  Federal  land  bank.  One  is 
the  dividends  already  mentioned  and 
the  other  is  payment  for  servicing 
loans.  There  is  considerable  varia¬ 
tion  in  the  plans  and  schedules  of 
compensation  used  by  the  different 
banks.  Each,  however,  must  be 
predicated  upon  the  amount  and 
quality  of  service  rendered  by  the 
association.  Interest  on  invest¬ 
ments  and  a  few  other  items  add 
varying  amounts  to  the  associa¬ 
tion’s  income. 

Should  losses  occur  on  loans,  the 


association  makes  good  to  the  ex¬ 
tent  of  its  endorsement  responsi¬ 
bility  by  payment  to  the  Federal 
land  bank.  The  association  uses 
its  reserves  to  meet  this  obligation. 
If  the  reserves  are  not  sufficient  a 
claim  remains  against  the  associa¬ 
tion.  Therefore,  it  is  important 
for  a  Federal  land  bank  association 
to  build  up  reasonable  reserves  to 
protect  itself  and  its  members 
against  such  contingencies.  Most 
associations  have  built  up  these 
funds  to  amounts  considered  ade¬ 
quate. 


Federal  Land  Bank  Loans 

THE  services  of  the  Federal  land  bank  system  are  avail¬ 
able  to  all  farmers  who  can  qualify  and  whose  security 
meets  the  requirements  for  a  loan.  A  land  bank  loan  may  be 
made  on  the  security  of  a  first  mortgage  to  any  person  who 
is  farming,  or  who  is  soon  to  start  farming,  or  who  gets 
his  income  principally  from  farming  and  under  certain  limi¬ 
tations  to  farming  corporations. 
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Purposes 

Land-bank  loans  may  be  made 
for  general  agricultural  purposes 
and  for  other  requirements  of  farm 
owners.  The  following  are  ex¬ 
amples  of  purposes  for  which  loans 
may  be  made: 

•  To  purchase  or  improve  farm 
land  and  buildings  and  con¬ 
struct  farm  buildings. 

•  To  purchase  livestock,  equip¬ 
ment,  and  supplies. 

•  To  pay  farm  operating  and 
family  living  expenses  including 
taxes  and  insurance. 

•  To  refinance  debts. 

•  To  provide  a  home  for  the  owner 
or  his  family  on  or  off  the  farm. 

•  To  provide  facilities  for  proc¬ 
essing,  storing,  and  marketing 
farm  products  and  handling  farm 
equipment  or  supplies  even  if 
not  located  on  the  farm. 

Security 

Federal  land  bank  loans  must  be 
secured  by  duly  recorded  first 
mortgages  on  farm  land.  Loans  are 
not  made  on  the  current  sale  value 
of  farms  but  are  based  on  normal 
value  as  determined  by  an  appraisal. 
The  basis  of  appraisal  is  the  value 
of  the  farm  for  agricultural  pur¬ 
poses  and  the  normal  earning  power 
of  the  farm  is  a  principal  factor. 

For  loans  to  part-time  farmers, 
where  dependable  sources  of  out¬ 
side  income  are  available  to  typical 
farm  operators,  the  home  value  is 


an  important  factor  in  making  ap¬ 
praisals. 

Appraisal  Policies 

An  appraisal  of  the  security  by 
an  appraiser  approved  by  the  land 
bank  is  required  in  connection  with 
each  land  bank  loan. 

The  Federal  Farm  Loan  Act,  as 
amended,  makes  it  mandatory  that 
all  land  bank  loans  be  based  upon 
the  normal  value  of  the  farm  of¬ 
fered  as  security  and  that  a  loan 
may  not  exceed  65  percent  of  such 
value,  plus  the  amount  of  stock 
which  the  member-borrower  is  re¬ 
quired  to  purchase  and  may  pay  for 
out  of  the  loan.  Normal  value  is 
defined  as  "the  amount  a  typical 
purchaser  would,  under  usual  con¬ 
ditions,  be  willing  to  pay  and  be 
justified  in  paying  for  the  property 
for  customary  agricultural  uses, 
including  farm  home  advantages, 
with  the  expectation  of  receiving 
normal  net  earnings  from  the  farm 
and  from  other  dependable 
sources.”  Generally  speaking,  nor¬ 
mal  values  are  long  term  values 
established  for  the  purpose  of  mak¬ 
ing  long  term  loans  on  a  basis  that 
will  avoid  overlending  in  peak  peri¬ 
ods  and  underlending  in  depression 
periods. 

The  responsibility  for  establish¬ 
ing  prices  for  agricultural  products 
and  costs  used  in  computing  normal 
net  farm  earnings  is  exercised  by 
the  Farm  Credit  Administration. 
These  prices  and  costs  are  based  on 
historical  data  and  a  careful  analy¬ 
sis  of  present  position,  outlook,  and 
trends. 

Soundness  of  the  Loan 

It  should  be  borne  in  mind  that 
land  bank  loans  are  not  made  with 
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Government  money  but  with  funds 
obtained  through  the  sale  of  bonds 
issued  by  the  Federal  land  banks. 
Members  of  a  Federal  land  bank 
association  guarantee  one  another's 
loans  within  certain  limits,  and  the 
loans  are  made  on  such  a  basis  that 
their  repayment  is  reasonably  as¬ 
sured.  Land  bank  loans  are  made 
for  long  periods,  usually  20  to  35 
years  or  even  as  long  as  40  years, 
and  it  is  essential  that  all  credit 
factors  be  carefully  considered. 
Both  the  farmer  making  the  appli¬ 
cation  and  the  property  being  of¬ 
fered  as  security  are  of  importance 
in  the  transaction.  A  sound  loan 
cannot  be  made  on  a  poor  or  hazard¬ 
ous  type  of  property  even  though 
the  owner  and  applicant  may  be 
well  regarded  as  a  credit  risk,  nor 
can  a  safe  loan  be  made  to  one  who 
is  an  undesirable  credit  risk.  Loans 
are  made  with  the  view  of  rendering 
a  helpful  financial  service  to  worthy 
applicants.  In  the  land  bank  sys¬ 
tem  a  loan  to  be  sound  must  be 
sound  from  the  standpoint  of  the 
borrower  as  well  as  the  lender. 

The  objective  has  been  to  develop 
loan  policies  that  will  serve  the  con¬ 
structive  credit  needs  of  farmers, 
assure  a  dependable  supply  of  low- 
cost  loan  funds  and  maintain  a 
permanent,  efficient  organization 
for  making  the  loans.  To  this  end 
the  Federal  land  banks  have  devel¬ 
oped  and  adopted  the  following  defi¬ 
nition  of  a  sound  loan: 

A  Federal  land  bank  loan  is  sound 
if  (1)  it  serves  a  useful  purpose; 

(2)  the  amount  and  terms  of  repay¬ 
ment  are  within  the  debt  retirement 
capacity  of  the  farm  and  the  bor¬ 
rower;  (3)  the  borrower  is  an  ac¬ 
ceptable  risk  and  his  equity  in  the 
normal  value  of  the  farm  and  his 
equity  in  his  other  assets  are  such 
that  he  will  be  encouraged  to  pro¬ 


tect  his  investment  at  all  times; 
and  (4)  the  quality  of  the  farm  is 
such  that  the  bank  and  association 
will  be  afforded  reasonable  protec¬ 
tion  against  loss  should  acquisition 
of  the  security  become  necessary. 

Processing  a  Loan 

There  are  seven  basic  steps  in¬ 
volved  in  making  a  loan: 

(1)  The  applicant  applies  for  a 
loan  through  his  local  Federal  land 
bank  association,  giving  the  location 
of  his  farm,  his  financial  statement, 
and  certain  other  information  in¬ 
cluding  the  purposes  for  which  the 
loan  proceeds  will  be  used. 

(2)  The  association  investigator, 
usually  the  manager  or  his  assist¬ 
ant,  investigates  the  applicant’s 
standing  in  the  community  and  his 
managerial  ability.  This  investiga¬ 
tion  ordinarily  includes  a  visit  to  the 
farm  so  the  investigator  can  make 
an  accurate  analysis  of  the  entire 
situation.  He  reports  on  his  find¬ 
ings  and  makes  his  recommendation 
concerning  the  loan  to  the  associa¬ 
tion  loan  committee. 

(3)  The  farm  is  appraised  by  a 
qualified  appraiser  who  submits  a 
report  to  the  association. 

(4)  The  association  loan  commit¬ 
tee  considers  the  reports  and  either 
approves  or  rejects  the  loan.  The 
loan  must  be  approved  by  all  mem¬ 
bers  of  the  committee,  not  less  than 
three,  to  whom  the  application  is 
presented  for  consideration.  Ap¬ 
proval  of  a  loan  includes  election  of 
the  applicant  to  membership. 

(5)  The  bank  loan  committee  con¬ 
siders  the  reports  and  either  ap¬ 
proves  or  rejects  a  loan.  It  cannot 
approve  a  loan  for  more  than  the 
amount  approved  by  the  association 
loan  committee. 

(6)  If  a  loan  is  approved  by  both 
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Financing  the  construction  of  farm  buildings  and  farm  homes  is  an  important  function  of  Federal 

land  bank  loans. 


loan  committees,  it  is  offered  to  the 
applicant  for  his  acceptance. 

(7)  If  the  loan  is  accepted,  the 
title  to  the  farm  is  examined  and, 
if  it  is  found  acceptable,  the  loan  is 
closed. 

The  manner  in  which  these  steps 
are  performed  varies  to  some  extent 
among  land  bank  districts  and  asso¬ 
ciations  within  a  district. 


Term  of  Loan 

The  term  of  Federal  land  bank 
loans  may  not  be  less  than  5  years 
nor  more  than  40  years.  The  most 
common  loan  term  is  from  20  to 
30-odd  years  but  is  frequently  less 
as  circumstances  require.  The  ob¬ 
jective  is  to  fix  the  term  of  the  loan 
to  the  needs  of  the  borrower,  the 
debt  paying  capacity  of  the  bor¬ 
rower  and  his  farm,  and  the  dura¬ 
bility  of  the  farm  offered  as  security 
for  the  loan. 


Repayment  Provisions 

Most  Federal  land  bank  loans  are 
made  repayable  on  a  plan  of  amor¬ 
tization  by  means  of  a  fixed  number 
of  annual  or  semiannual  install¬ 
ments.  These  payments  include  in¬ 
terest  on  the  unpaid  balance  and  such 
amounts  to  be  applied  on  the  princi¬ 
pal  as  will  pay  off  the  debt  within 
the  term  for  which  it  is  written. 

Two  plans  of  repayment  are  in 
use.  One  is  the  standard  or  equal 
payment  plan  and  the  other  the 
decreasing  payment  plan.  Under 
the  standard  plan  the  borrower 
makes  a  fixed,  equal  payment, 
annually  or  semiannually.  A  por¬ 
tion  of  the  payment  is  applied  to 
interest  and  the  balance  to  prin¬ 
cipal,  thus  gradually  reducing  the 
debt.  With  each  installment  pay¬ 
ment  the  interest  becomes  less  and 
the  amount  applied  toward  prin¬ 
cipal  becomes  greater. 

The  other  plan  differs  from  the 
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standard  plan  in  that  a  fixed,  equal 
payment  of  principal  is  made  an¬ 
nually  or  semiannually  rather  than 
a  fixed  total  installment  payment. 
The  reduction  of  principal  when 
each  payment  is  made  causes  a 
continued  reduction  in  the  annual 
interest  payment  and  a  decrease  in 
the  total  amount  of  the  installment 
payment. 


Repayment  Privileges 

A  borrower  may  repay  part  or 
all  of  his  loan  ahead  of  time  if  he  is 
able  and  wishes  to  do  so.  This  per¬ 
mits  rapid  repayment  of  the  loan 
when  incomes  are  high.  The  land 
banks  also  will  accept  payments  to 
be  set  aside  and  applied  to  future 
installments  at  the  direction  of  the 
borrower.  The  borrower  receives 
interest  on  these  future  payments. 


Interest  Rates 

Federal  land  bank  loans  are  made 
at  favorable  rates  of  interest  and 
the  contract  rate  cannot  be  raised 
during  the  life  of  a  loan.  Changes 
in  the  contract  rate  on  new  loans 
are  made  only  when  changes  in 
operating  expenses  and  the  cost 
of  borrowed  funds  make  them  nec¬ 
essary.  The  interest  rate  charged 
borrowers  should  be  high  enough 
to  cover  the  cost  of  the  money  ob¬ 
tained  from  the  sale  of  bonds,  the 
operating  expenses  of  the  banks  and 
associations,  and  appropriate  accu¬ 
mulations  of  reserves  in  the  banks 
and  associations.  Any  earnings 
above  these  requirements  are  in 
fact  savings  and  may  be  returned 
to  the  borrowers  and  stockholders 
as  dividends. 


Fees  and  Charges 

The  applicant  is  required  to  fur¬ 
nish  satisfactory  evidence  of  title 
and  pay  recording  charges.  The 
charge  for  making  up  the  abstract 
or  certificate  of  title  is  a  matter 
between  the  applicant  and  his  ab¬ 
stractor.  In  many  cases  the  appli¬ 
cant  can  find  out  the  cost  of  the 
abstract  before  ordering  the  work 
done. 

In  some  districts  reasonable  ap¬ 
plication  fees  are  charged  to  par¬ 
tially  cover  the  cost  of  appraisals. 
Also,  the^  Federal  land  bank  asso¬ 
ciations  are  authorized  to  charge  a 
fee  up  to  1  percent  of  the  loan  in 
order  to  meet  necessary  expenses. 
However,  in  many  districts  these 
fees  have  been  discontinued. 

Loan  Servicing 

Because  it  is  the  fundamental  aim 
of  this  cooperative  lending  system 
to  treat  its  borrowers  with  absolute 
fairness,  the  Federal  land  banks 
have  adopted  consistent  policies  and 
worked  out  systematic  procedures 
for  servicing  their  loans.  The 
Federal  land  bank  associations  have 
been  empowered  to  perform  this 
work.  It  is  the  responsibility  of 
the  board  of  directors  of  an  associa¬ 
tion  to  make  sure  that  all  loans  are 
serviced  with  fairness  to  both  the 
member  and  the  association  in  con¬ 
formity  with  the  general  policies  of 
the  land  bank.  Borrowers  able  to 
pay  are  expected  to  do  so.  How¬ 
ever,  when  defaults  occur  due  to 
circumstances  beyond  the  control 
of  the  borrower,  payments  generally 
are  not  required  which  would  impair 
his  ability  to  earn  and  meet  future 
payments. 

An  important  feature  of  the  loan 
servicing  policies  is  to  give  every 
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Fanners  look  upon  their  Federal  land  bank  associations  as  more  than  lenders.  They  find  associa 
tion  personnel  helpful  as  a  source  of  financial  advice  and  counseling. 


consideration  to  worthy  delinquent 
borrowers  so  they  can  place  their 
loans  in  good  standing  and  ulti¬ 
mately  pay  off  their  indebtedness. 

A  borrower  is  considered  worthy 
and  his  loan  is  not  foreclosed  if  he: 

(1)  Is  doing  his  honest  best 
(exerts  every  reasonable  effort  to¬ 
ward  proper  management  and  op¬ 
eration  of  the  farm;  uses  outside 
income  or  resources,  if  available, 
to  help  carry  farm  indebtedness 
and  to  operate  the  farm;  is  willing 
to  meet  all  material  requirements 
which  the  bank  is  justified  in  mak¬ 
ing);  and 

(2)  Is  applying  the  proceeds  of 
production,  over  and  above  neces¬ 
sary  living  and  operating  expenses, 
to  the  payment  of  primary  obliga¬ 
tions  (confines  living  expenses  to 
the  standard  of  other  farmers  com¬ 
parably  situated  in  the  community); 
and 

(3)  Is  taking  proper  care  of  the 
property  (maintains  necessary 
buildings  and  other  physical  assets 


in  reasonable  state  of  repair;  pre¬ 
serves  the  fertility  of  the  soil;  and 
in  general  maintains  or  improves 
the  earning  capacity  of  the  prop¬ 
erty);  and 

(4)  Has  the  capacity  to  work  his 
way  out  of  a  reasonable  burden  of 
debt  under  normal  conditions  (has 
the  ability,  either  managerial  or 
otherwise,  to  operate  the  property 
with  reasonable  efficiency). 

Delinquent  Loan  Treatments 

In  an  effort  to  prevent  fore¬ 
closures  and  to  assist  deserving 
borrowers  in  retaining  their  farms 
and  homes,  a  number  of  loan  serv¬ 
icing  treatments  have  been  devel¬ 
oped  to  meet  specific  problems  of 
borrowers  on  an  individual  basis. 
The  association  may  agree  to  ex¬ 
tend  the  time  for  the  borrower  to 
pay  delinquent  installments,  it  may 
defer  any  payments  on  principal 
for  a  specified  time,  it  may  advance 
delinquent  taxes,  or  it  may  change 
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the  term  of  years  remaining  in 
which  to  pay  the  loan.  Each  case 
is  considered  carefully  to  determine 
the  causes  for  the  default  and  the 
most  practicable  methods  by  which 
any  difficulties  may  be  overcome 
through  the  use  of  loan  treatments 
or  improved  management  and  farm¬ 
ing  methods. 

Loans  That  Fail 

Despite  the  good  intentions  of  a 
borrower  and  the  efforts  and  desire 
of  the  association  and  the  bank  to 
be  of  assistance,  some  loans  will 
fail.  Foreclosing  a  mortgage  loan  is 
an  exceedingly  serious  step  and  is 
taken  only  as  the  last  resort.  Fore¬ 
closure  is  recommended  only  after 
thorough  consideration  of  the  facts 
in  the  case  and  any  other  possible 
solutions  including  sale  of  the  farm 
to  enable  the  borrower  to  salvage 
any  equity  he  may  have  remaining 
in  the  property.  The  decision  to 
foreclose  is  reserved  to  the  bank 
but  the  recommendation  of  the  en¬ 
dorsing  association  is  required. 

Taxes  and  Insurance 

Each  borrower  agrees,  in  accord¬ 
ance  with  the  terms  of  his  mortgage, 
to  pay  when  due  all  taxes  assessed 
on  his  property.  Real  estate  tax  is 
an  annual  fixed  charge  and  con¬ 
stitutes  a  lien  ahead  of  the  bank’s 
mortgage.  The  associations  check 
tax  payments  and  encourage  bor¬ 
rowers  to  pay  taxes  promptly. 

Buildings  are  a  factor  in  deter¬ 
mining  the  amount  of  the  loan  and 
must  be  kept  adequately  insured  for 
the  protection  not  only  of  the  asso¬ 
ciation  and  the  bank  but  also  of 
the  borrower.  Insurance  is  made 
payable  to  the  bank  as  its  interests 
may  appear  at  the  time  of  loss.  At 


the  option  of  the  borrower  and  sub¬ 
ject  to  applicable  regulations  sums 
so  received  may  be  used  to  pay 
for  reconstructing  the  buildings  de¬ 
stroyed.  The  associations  have 
assumed  the  responsibility  of  seeing 
that  borrowers  maintain  insurance 
according  to  requirements. 

Partial  Releases 

When  a  borrower  desires  to  sell 
a  part  of  the  mortgaged  property  - 
land,  buildings,  timber,  sand, 
gravel,  or  other  minerals,  a  partial 
release  may  be  granted  to  enable 
him  to  do  so  provided  the  condition 
of  the  loan  is  maintained  or  im¬ 
proved.  Funds  received  from  the 
sale  should  ordinarily  be  applied  to 
the  principal  of  the  loan  but,  where 
the  interests  of  the  borrower,  the 
association,  and  the  bank  would  be 
better  served,  the  funds  may  be 
used  for  other  purposes.  These 
purposes  include  paying  delinquent 
taxes,  interest,  insurance  premi¬ 
ums,  repairing  or  constructing 
buildings  located  on  the  mortgaged 
farm,  improving  the  soil,  or  for  the 
personal  needs  of  the  borrower. 

Release  of  Personal  Liability 

A  member  of  a  Federal  land  bank 
association  does  not  free  himself  of 
his  personal  liability  to  repay  a  loan 
by  selling  his  mortgaged  farm.  He 
remains  liable  until  the  mortgage 
is  fully  paid  or  until  he  is  given  a 
release  by  the  bank.  Before  the 
bank  grants  a  release  the  borrower 
must  make  a  written  application 
and  the  purchaser  must  assume  the 
mortgage  thus  becoming  personally 
liable  himself.  Also,  there  must  be 
reasonable  assurance  that  the  pur¬ 
chaser  will  pay  the  loan  in  accord¬ 
ance  with  its  terms.  The  applicant 
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for  the  release  must  transfer  to  the  stock  issued  in  connection  with  the 
purchaser  all  his  interests  in  the  loan. 


Summary  of  Cooperative  Features  and  Accomplishments 
of  the  Federal  Land  Bank  System 

A  COOPERATIVE  to  be  successful  must  be  organized  to 
meet  a  definite  economic  need.  Before  the  Federal 
land  bank  system  was  established  in  1917  farmers  were 
obliged  to  use  sources  of  credit  that  had  been  developed 
primarily  to  meet  the  needs  of  industry  and  commerce  and 
which  were  not  particularly  adapted  to  the  conditions  in 
agriculture.  Interest  rates  were  high;  loans  were  made  for 
relatively  short  periods;  and  in  times  of  financial  stress  it 
was  often  difficult  and  sometimes  impossible  to  obtain  fi¬ 
nancing  or  to  renew  an  existing  mortgage. 


The  need  for  this  cooperative 
mortgage  credit  system  and  its  suc¬ 
cess  in  meeting  that  need  can  be 
measured  by  the  service  it  has  ren¬ 
dered  to  the  farmers  of  the  country. 
Since  the  system  was  created  it  has 
made  more  than  11/2  million  loans 
amounting  to  $8  billion.  These 
loans  included  credit  to  thousands  of 
young  farmers,  some  of  them  vet¬ 
erans  of  World  Wars  I  and  II, 
and  enabled  them  to  get  a  start 
in  farming.  Also  they  helped  thou¬ 
sands  of  farmers  to  refinance 
burdensome  debts,  particularly  dur¬ 
ing  the  depression  of  the  early  30Ts, 
and  to  save  their  farms  from  fore¬ 
closure. 

Co-op  System  Sets  Pace 

Because  cooperatives  are  non¬ 
profit  service  institutions  they  gen¬ 
erally  are  pace-setters  in  their  field 
of  service.  The  cooperative  land 
bank  system  has  consistently  set 
the  pace  in  the  field  of  farm  mort¬ 


gage  credit  service. 

It  introduced  long-term  amor¬ 
tized  loans  to  farmers  on  a  nation¬ 
wide  basis.  This  did  away  with 
frequent,  costly,  and  uncertain  re¬ 
newals  which  had  characterized 
most  farm  mortgage  lending  prior 
to  1917. 

It  developed  the  future  payment 
fund  whereby  the  members  of  the 
system  are  given  the  opportunity 
to  build  cash  reserves  against  a 
rainy  day  and  to  receive  interest 
on  such  reserves. 

It  pioneered  the  practice  of  per¬ 
mitting  its  members  to  pay  off 
their  loans  at  any  time  without 
penalty.  In  making  low  interest 
rate  loans  it  has  saved  millions  of 
dollars  in  annual  interest  paid  by 
farmers.  The  system  indirectly 
benefits  all  farmer-borrowers  re¬ 
gardless  of  where  they  obtain  their 
funds  because  other  lenders  have 
followed  its  leadership,  lowered 
their  interest  rates,  and  otherwise 
improved  their  services. 
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How  Farmers  in  each  of  12  Districts  Share  in 
Control  of  Cooperative  Farm  Credit  System 


Farmers  Obtaining  Long-Term 
Mortgage  Loans 

I 

ELECT 


Farmers  Using  Marketing,  Purchasing, 
and  Service  Cooperatives 

I 

ELECT 


Farmers  Obtaining  Short-Term 
Production  Loans 

I 
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Boards  of  Directors  of  their 
Federal  Land  Bank  Associations 

I 

ELECT 
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Boards  of  Directors 
of  their  Cooperatives 
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Nominate  One  for 
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Boards  of  Directors  of  their 
Production  Credit  Associations 
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District  Farm  Credit  Board 
Determines  District  Policies  for 
Federal  Land  Bank,  Federal  Intermediate 
Credit  Bank,  Bank  for  Cooperatives 


Federal  Farm  Credit  Board- 
President  Considers  District  Nominations 
in  Making  Appointments. 

Board  Determines  National  Policy 


APPOINTS 


i 


Governor  of  the 

Farm  Credit  Administration  who 
Administers  the  Law  and  Board's  Policies 
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The  Federal  land  bank  system 
also  introduced  the  practice  of  bas¬ 
ing  loans  on  normal  agricultural 
values  of  farms  instead  of  the  cur¬ 
rent  sale  price  of  farms  or  other 
temporary  levels  of  value,  and  the 
soundness  of  this  policy  has  now 
been  recognized  and  adopted  by 
many  important  mortgage  agencies 
in  the  country. 

Adapts  Services  to  Farming 

The  changes  made  in  recent  years 
in  adapting  the  services  of  the  sys¬ 
tem  to  the  changing  needs  of  farm¬ 
ers,  and  ranchers  have  made  it 
possible  for  more  of  them  to  use 
the  system.  New  appraisal  stand¬ 
ards,  loans  to  part-time  farmers 
and  farming  corporations,  the  in¬ 
crease  in  maximum  size  of  land 
bank  loans,  and  the  broader  pur¬ 
poses  for  which  farmers  may  use 
loans  are  examples  of  how  services 
are  continually  being  modernized 
to  keep  in  step  with  a  fast- moving 
agriculture. 


One  of  the  important  tests  a  true 
cooperative  must  meet  is  to  pro¬ 
vide  services  to  members  at  cost, 
and  that  test  is  being  met  through 
the  return  of  savings  to  members  in 
the  form  of  dividends  from  their 
Federal  land  bank  associations. 
These  dividends  represent  a  sub¬ 
stantial  reduction  in  the  carrying 
charges  on  members’  loans. 

Each  member  of  a  Federal  land 
bank  association  owns  stock  in  the 
association  in  proportion  to  his  loan 
and  each  has  one  vote  in  the  elec¬ 
tion  of  the  directors  as  well  as  on 
other  matters  coming  before  the 
association  membership. 

The  board  of  directors  is  elected 
by  and  from  the  membership  and 
has  authority  to  manage  the  asso¬ 
ciation.  Through  their  associa¬ 
tions,  the  members  have  a  voice  in 
the  management  of  their  Federal 
land  bank. 

By  taking  an  active  interest  in 
the  affairs  of  the  association  the 
members  contribute  greatly  to  the 
continued  success  of  the  cooperative 
land  bank  system. 
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The  Federal  Land  Banks 


The  cities  in  which  the  banks  are  located  and  the  territory  which 
they  serve  are  listed  below. 

SPRINGFIELD  2,  MASS. 

Connecticut,  Maine,  Massachusetts,  New  Hampshire,  New  Jersey, 
New  York,  Rhode  Island,  and  Vermont 

BALTIMORE  3,  MD. 

Delaware,  District  of  Columbia,  Maryland,  Pennsylvania,  Puerto 
Rico,  Virginia,  and  West  Virginia 

COLUMBIA  1,  S.  C. 

Florida,  Georgia,  North  Carolina,  and  South  Carolina 

LOUISVILLE  1,  KY. 

Indiana,  Kentucky,  Ohio,  and  Tennessee 

NEW  ORLEANS  7,  LA. 

Alabama,  Louisiana,  and  Mississippi 

ST.  LOUIS  66,  MO. 

Arkansas,  Illinois,  and  Missouri 

ST.  PAUL  1,  MINN. 

Michigan,  Minnesota,  North  Dakota,  and  Wisconsin 
OMAHA  1,  NEBR. 

Iowa,  Nebraska,  South  Dakota,  and  Wyoming 
WICHITA  2,  KANS. 

Colorado,  Kansas,  New  Mexico,  and  Oklahoma 

HOUSTON  1,  TEX. 

Texas 

BERKELEY  1,  CALIF. 

Arizona,  California,  Nevada,  and  Utah 

SPOKANE  1,  WASH. 

Alaska,  Idaho,  Montana,  Oregon,  and  Washington 
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Federal  Land  Bank  System 
. How  it  Operates 


FARMERS  through  their  Federal  land  bank  system  have 
obtained  more  than  1  1/2  million  loans  for  $8  billion  since 
the  system  was  organized  in  1917.  These  loans  have  pro¬ 
vided  funds  to  refinance  indebtedness,  to  buy  farms,  to  enlarge 
farming  units,  to  improve  the  land,  to  provide  buildings,  and 
for  other  purposes.  Since  it  is  a  cooperative  system,  owned 
by  its  farmer  and  rancher  members,  it  is  important  that  all 
members  of  Federal  land  bank  associations,  and  particularly 
new  members,  as  well  as  farmers  in  general  have  a  good  under¬ 
standing  of  how  it  operates.  It  is  with  these  facts  in  mind  that 
the  following  material  has  been  prepared. 


History  and  Organization 


THE  Federal  land  bank  system 
was  established  in  1917  by  the 
Federal  Farm  Loan  Act  as  a  farm¬ 
ers’  cooperative  credit  system.  It 
consists  of  the  12  Federal  land  banks 
and  the  Federal  land  bank  associa¬ 
tions.  This  system  was  created  by 
Congress  to  meet  a  definite  eco¬ 
nomic  need  for  a  permanent  and 
dependable  source  of  sound  farm 
mortgage  credit  at  reasonable  rates 
and  on  terms  especially  adapted  to 
the  particular  requirements  of 
farmers.  It  was  expected  that  this 
farmer-owned  and  farmer-operated 
system  designed  specifically  to  pro¬ 
vide  long-term,  low-interest  bear¬ 
ing  loans  on  an  amortized  basis 
would  serve  as  a  pace-setter  in 


solving  many  of  the  problems  that 
existed  in  farm  mortgage  credit. 

Capital  Stock  of  the 
Federal  Land  Banks 

Capital  was  required  to  start  the 
system  and  most  of  the  initial  capi¬ 
tal  stock  of  the  Federal  land  banks 
authorized  by  the  act  was  subscribed 
by  the  Government.  In  order  to  en¬ 
able  the  Federal  land  banks  to  be¬ 
come  completely  farmer-owned,  the 
act  provided  a  formula  for  retiring 
the  Government's  capital  as  capital 
was  subscribed  by  borrowers.  Each 
borrower  is  required  to  buy  stock 
in  his  local  Federal  land  bankasso- 
ciation  in  an  amount  equal  to  5  per- 
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In  addition  to  purchasing  farms,  long-term  Federal  land  bank  loans  are  particularly  adapted 

to  pasture  and  soil  improvement  programs. 


cent  of  his  loan.  The  association 
in  turn  buys  a  similar  amount  of 
stock  in  the  Federal  land  bank. 
Such  stock  is  held  by  the  bank  and 
the  association  as  additional  col¬ 
lateral  security  for  the  repayment 
of  the  loan. 

The  Federal  land  bank  system  is 
now  completely  farmer-owned, 
which  was  the  objective  when  it  was 
proposed.  The  initial  capital  stock 
subscribed  by  the  Government  has 
been  retired  and  certain  additional 
capital,  provided  by  the  Government 
during  the  depression  years  of  the 
1930’s  to  enable  the  system  to  re¬ 
finance  farm  mortgage  debts,  has 
been  returned  to  the  Treasury.  Each 
of  the  Federal  land  banks  now  is 
owned  by  its  stockholders,  princi¬ 
pally  Federal  land  bank  associations 
which,  in  turn,  are  completely  owned 
by  member-borrowers.  The  system 
is  on  a  strong  financial  basis  and  it 


has  built  resources  that  will  enable 
it  to  meet  any  normal  demands  that 
might  be  made  for  financing  farm¬ 
ers. 

Supervision  and  Management 

The  Farm  Credit  Administration 
has  general  regulatory  and  super¬ 
visory  authority  over  the  Federal 
land  banks  and  the  Federal  land 
bank  associations.  The  supervisory 
responsibilities  were  conferred  on 
the  Farm  Credit  Administration  by 
Congress  to  provide  general  uni¬ 
formity  in  policies  throughout  the 
system,  and  to  assure  that  the  basic 
objectives  of  the  Federal  Farm  Loan 
Act  are  being  achieved  and  the 
operations  conducted  in  the  interest 
of  the  public. 

A  seven- man  district  Farm 
Credit  Board  serves  as  the  board 
of  directors  for  the  Federal  land 
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bank  and  the  other  banks  making 
up  each  Farm  Credit  District.  The 
Federal  land  bank  associations  in 
each  district  elect  two  members  of 
the  board.  Two  members  of  the 
board  are  elected  by  production 
credit  associations  and  the  farmer 
cooperatives  borrowing  from  the 
bank  for  cooperatives  elect  one  or 
two  members.  The  other  members 
are  appointed  by  the  Governor. 

The  associations  in  each  district 
also  designate  a  nominee  who,  to¬ 
gether  with  the  nominees  of  the 
production  credit  associations  and 
the  cooperatives  that  use  the  bank 
for  cooperatives,  is  considered  by 
the  President  of  the  United  States 
in  making  his  appointment  from 
that  district  to  the  Federal  Farm 
Credit  Board.  All  appointments  so 
far  have  been  made  from  these  nom¬ 
inees.  The  13th  member  is  named 
by  the  Secretary  of  Agriculture. 


Funds  for  Loans 

Funds  used  in  the  lending  opera¬ 
tions  of  the  Federal  land  banks  are 
obtained  chiefly  from  the  sale  of 
consolidated  Federal  farm  loan 
bonds  to  the  investing  public.  These 
bonds  are  in  no  way  guaranteed  by 
the  Federal  Government.  Since 
these  bonds,  collateralized  prima¬ 
rily  by  the  farm  mortgages  held  by 
the  banks,  are  considered  a  prime 
investment  in  the  money  markets, 
purchasers  have  been  eager  to  buy 
them  at  comparatively  low  rates  of 
interest.  The  Federal  land  bank 
associations  and  the  Federal  land 
banks  serve  to  bridge  the  gap  be¬ 
tween  farmers  needing  long-term 
credit  and  investors  in  the  cities. 
This  source  of  funds  enables  the 
system  to  make  loans  that  run  for 
a  long  period  of  years  giving  farm 
families  ample  time  to  repay. 


Federal  Land  Bank  Associations 

THE  Federal  Farm  Loan  Act  provided  for  the  formation  of 
Federal  land  bank  associations  as  the  local  cooperative 
units  for  the  Federal  land  bank  system.  Ten  or  more  farmers 
in  any  community  in  the  United  States  who  wished  to  receive 
the  benefits  of  this  cooperative  credit  system  might  unite  to 
form  an  association.  They  had  to  own  and  offer  satisfactory 
security  for  land  bank  loans  aggregating  $20,000  or  more. 
A  charter  could  then  be  granted  to  the  association  and  the 
territory  designated  in  which  it  would  operate.  During  the 
first  20  years  of  the  system  about  5,000  associations  were 
granted  charters.  This  resulted  in  considerable  overlapping 
and  duplication  of  territory  served  by  the  associations,  a 
situation  which  was  later  corrected  through  consolidations 
and  reorganizations.  The  number  has  now  been  reduced  to 
approximately  800  financially  sound  Federal  land  bank  asso¬ 
ciations  serving  the  continental  United  States,  Puerto  Rico, 
and  Alaska. 
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General  Functions 

Each  association  is  a  separately 
chartered  organization  of  member- 
borrowers  operating  under  its  own 
bylaws.  Each  has  its  own  board 
of  directors  elected  by  and  from 
the  members.  The  board  of  direc¬ 
tors  selects  the  officers  and  em¬ 
ployees  and  is  responsible  for  the 
operations  of  the  association.  Each 
is  served  through  an  office  properly 
equipped  for  its  operation.  To 
reduce  expenses  and  still  maintain 
efficient  service  to  farmers,  two 
or  more  Federal  land  bank  asso¬ 
ciations  often  maintain  a  group  of¬ 
fice  with  a  common  manager  and 
other  joint  employees. 

The  first  purpose  of  the  Federal 
land  bank  associations  is  to  afford 
farmers  an  opportunity  to  make 
applications  for  Federal  land  bank 
loans.  One  of  their  principal  duties 
is  to  consider  carefully  these  appli¬ 
cations  and  to  recommend  only  those 
loans  they  are  confident  will  be  safe 
and  sound  and  of  service  to  the  bor¬ 
rowers.  A  farmer,  to  obtain  a  loan, 
must  be  eligible,  and  the  farm  must 
qualify  as  security  for  a  loan  under 
the  provisions  of  the  Federal  Farm 
Loan  Act.  The  associations  also 
service  the  loans  made  through 
them. 

Member  -  Ownership 

Member-ownership  is  perhaps 
the  first  principle  of  cooperative 
business  organizations.  Each  mem¬ 
ber  of  a  Federal  land  bank  associa¬ 
tion  is  required,  as  mentioned  pre¬ 
viously,  to  purchase  stock  in  the 
association  equal  to  5  percent  of  the 
amount  borrowed.  The  association 
in  turn  purchases  a  like  amount  of 
stock  in  the  Federal  land  bank. 
Subscription  to  stock  in  the  Federal 


land  bank  associations  has  enabled 
their  farmer-members  to  become 
owners  of  the  Federal  land  bank 
in  each  Farm  Credit  district.  Amer¬ 
ican  farmers  who  borrow  from  the 
land  banks  now  own  the  largest 
farm  mortgage  credit  system  in  the 
world  and  one  of  the  biggest  farmer 
cooperatives.  Their  stock  is  con¬ 
sidered  one  of  their  safest  invest¬ 
ments. 

The  stock  the  member  owns  in 
the  association  is  his  personal  prop¬ 
erty  and  it  is  pledged  with  the  asso¬ 
ciation  as  additional  collateral  for 
his  loan.  If  he  sells  his  farm,  he 
may  and  ordinarily  should  sell  his 
stock  to  the  purchaser  of  the  farm, 
but  the  transfer  of  the  ownership 
of  the  stock  cannot  be  made  on  the 
books  of  the  association  unless  the 
purchaser  assumes  the  mortgage 
and  is  qualified  and  elected  to  mem¬ 
bership  in  the  association.  The 
purchaser  accepted  as  a  member 
by  the  cooperative  then  becomes 
the  holder  of  the  stock  with  the 
same  rights  and  liabilities  as  the 
original  owner. 

It  is  only  through  the  cooperation, 
assistance,  and  recommendation  of 
his  neighbors  who  are  members  of 
an  association  that  a  farmer  can 
obtain  a  land  bank  loan.  The  asso¬ 
ciation  endorses  and  thereby  be¬ 
comes  liable  for  the  repayment  of 
the  loan.  This  means  that  the 
members  pledge,  to  a  certain  ex¬ 
tent,  their  faith  and  credit  to  assist 
each  other  and  this  mutual  interest 
represents  the  essence  of  the  coop¬ 
erative  nature  of  the  Federal  land 
bank  system.  This  sharing  of  risks 
is  an  accepted  cooperative  principle. 

Stock  Liability 

Each  farmer  or  rancher  who  be¬ 
comes  a  member  of  a  Federal 


4 


land  bank  association  assumes  cer¬ 
tain  liability  along  with  his  fellow 
members,  for  any  losses  of  the 
association.  The  stock  which  he 
purchases  when  he  gets  his  loan 
is  pledged  as  security  for  his  loan 
association.  Most  associations  now 
have  considerable  amounts  in  ac¬ 
cumulated  reserves  and  surplus 
funds  which  protect  the  members' 
investment.  These  funds  and  sound 
methods  of  operation  make  the  pos¬ 
sibility  of  loss  of  stock  under  this 
liability  rather  remote. 

Redeeming  Stock 

When  a  Federal  land  bank  loan 
is  paid  in  full  the  stock  in  the  bank 
is  retired  in  cash  at  par  -  $5  per 
share.  The  association  then  retires 
the  member’s  stock  in  the  same 
manner.  In  this  way  the  ownership 
of  the  system  is  confined  to  its 
users. 

If  the  Federal  land  bank  associa¬ 
tion  that  endorsed  the  loan  should 
become  indebted  to  the  bank  beyond 


its  ability  to  repay,  the  stock  might 
not  be  redeemed.  However,  up  to 
the  present  time  all  members  have 
been  able  to  fully  realize  their  in¬ 
vestment  in  Federal  land  bank  asso¬ 
ciation  stock  which  they  have  held 
to  the  time  of  redemption. 

Dividends 

In  keeping  with  cooperative  prin¬ 
ciples,  the  Federal  land  banks  dis¬ 
tribute  savings  to  Federal  land  bank 
associations,  and  the  associations 
likewise  distribute  their  savings  to 
the  borrowers.  These  distributions 
are  made  in  the  form  of  dividends 
on  the  stock  owned  by  the  associa¬ 
tions  and  the  borrowers.  Since 
the  stock  is  owned  in  proportion  to 
the  amount  of  the  original  loan,  these 
dividends  serves  essentially  as  pa¬ 
tronage  refunds  to  association  mem¬ 
bers. 

The  law  states  that  after  pro¬ 
viding  for  legal  reserve,  a  Federal 
land  bank  may  declare  dividends  to 
stockholders  of  the  whole  or  any 


Through  their  cooperative  Farm  Credit  System,  farmers  have  built  a  resource  available  at  all 
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part  of  the  balance  of  its  net  earn¬ 
ings  with  the  approval  of  the  Farm 
Credit  Administration.  The  Farm 
Credit  Administration  requires  that 
a  bank  must  be  able  to  maintain  a 
satisfactory  earning  position,  in¬ 
cluding  adequate  provision  for 
losses,  and  be  able  to  satisfy  all  of 
its  financial  requirements  in  an 
orderly  manner  before  a  dividend  is 
approved.  Similar  requirements  are 
made  with  respect  to  dividends  by 
the  associations  but  approval  of 
such  dividends  has  been  delegated 
to  the  respective  land  banks. 

During  the  early  years  of  the 
system,  dividends  were  paid  by  the 
Federal  land  banks  but  they  were 
discontinued  from  1931  until  the 
end  of  1943.  With  improved  eco¬ 
nomic  conditions  resulting  in 
greater  earnings,  the  payment  of 
dividends  has  been  resumed.  The 
associations  in  turn  have  passed  on 


to  their  members  a  substantial  per¬ 
centage  of  the  dividends  received 
from  the  banks  with  a  resulting 
lowering  of  the  cost  of  money  loaned 
to  members.  The  remainder  of  the 
dividends  received  from  the  banks 
by  the  associations  and  not  used 
for  necessary  expenses  has  been 
retained  to  establish  appropriate 
reserves  and  maintain  a  satisfac¬ 
tory  net  worth  position. 

Bylaws 

Each  association  functions  under 
a  set  of  bylaws  adopted  by  its  in¬ 
corporators.  These  bylaws  regulate 
both  the  manner  in  which  directors 
and  officers  are  elected  and  how 
the  general  business  of  the  asso¬ 
ciation  is  conducted.  They  also 
provide  for  annual  stockholders' 
meetings  and  set  up  other  guides 
for  the  operation  of  the  association. 


The  board  of  directors,  elected  by  the  members,  conducts  the  business  affairs  of  a  Federal  land 
bank  association.  These  directors  perform  a  vital  service  for  their  neighbors,  their  community , 
and  their  association. 
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Board  of  Directors 

The  directors  of  a  Federal  land 
bank  association  are  the  elected 
representatives  of  the  membership. 
Election  is  by  the  usual  democratic 
practice  of  one-man  one-vote  used 
by  cooperatives. 

The  board  of  an  association  con¬ 
sists  of  not  less  than  five  nor  more 
than  seven  members  who  are  elected 
by  the  stockholders  to  serve  for  a 
term  of  3  years.  Usually  the  terms 
are  staggered  so  as  to  preserve  a 
continuity  of  experience  in  the 
board.  The  members  of  the  board 
must  be  bona  fide  residents  of  the 
territory  within  which  the  associa¬ 
tion  is  authorized  to  do  business 
and  must  be  stockholders  of  the 
association. 

Under  the  general  supervision  of 
the  Farm  Credit  Administration, 
the  board  has  control  and  direction 
of  association  affairs.  It  supervises 
and  directs  the  association  business 
within  the  limitations  of  the  act 
under  which  it  is  chartered,  the 
regulations  of  the  Farm  Credit  Ad¬ 
ministration,  applicable  policies  of 
its  Federal  land  bank,  and  the  rules 
of  its  own  bylaws. 

The  major  functions  of  the  board 
of  directors  are: 

(1)  To  determine  and  establish 
policies  of  the  association. 

(2)  To  elect  officers  and  author¬ 
ize  the  employment  of  qualified 
personnel  to  carry  on  the  business 
of  the  association. 

(3)  To  determine  that  the  opera¬ 
tions  are  carried  on  in  an  efficient 
manner  and  in  accordance  with  the 
board’s  policies  and  the  laws  under 
which  the  associations  operate. 

One  of  the  board's  major  respon¬ 
sibilities  is  to  choose  a  loan  com¬ 
mittee  capable  of  properly  consid-’ 
ering  the  qualifications  of  applicants 


for  loans,  determining  the  value  of 
farms  offered  as  security  for  loans, 
and  electing  applicants  to  member¬ 
ship  in  the  association. 

Some  of  the  other  responsibilities 
of  the  board  are  to  appoint  or  dis¬ 
charge  any  officer  or  employee  of 
the  association,  fixthe  compensation 
of  the  manager  and  other  employees, 
control  all  expenditures  of  the  asso¬ 
ciation,  maintain  adequate  minutes 
of  the  directors'  meetings,  and  see 
that  all  loans  to  members  are  im¬ 
partially  and  properly  serviced. 

Directors  of  Federal  land  bank 
associations  perform  a  vital  and 
unselfish  service  for  their  neigh¬ 
bors,  their  community,  and  their 
own  cooperative  credit  organization. 
They  give  their  time  and  thought  to 
the  success  of  an  organization  that 
has  brought  credit  equality  to  agri¬ 
culture,  saved  vast  sums  in  interest 
charges,  and  provided  farmers  with 
a  credit  service  adapted  to  their 
needs. 

Manager 

The  manager  is  the  employee  of 
the  association,  selected  by  the  di¬ 
rectors,  who  has  the  responsibility 
of  conducting  the  work  of  the  asso¬ 
ciation  under  the  general  direction 
of  the  board.  He  is  the  principal 
representative  of  the  association  in 
direct  contact  with  applicants  and 
borrowers,  and  is  familiar  with 
agricultural  conditions  in  the  terri¬ 
tory  and  the  credit  needs  of  farmers. 
Generally,  his  duties  are  those  of 
executive  officer  of  the  association 
and  cover  the  whole  range  of  asso¬ 
ciation  activities. 

Loan  Committee 

Each  Federal  land  bank  associa¬ 
tion  has  a  loan  committee  of  three 
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or  more  members  designated  by  the 
board  of  directors.  Whenever  an 
application  for  a  mortgage  loan  is 
received  this  committee  is  required 
to  make  or  to  have  made  an  investi¬ 
gation  of  the  applicant  and  the  prop¬ 
erty.  A  written  report  must  be 
made  by  the  committee  or  its  in¬ 
vestigator  as  to  the  character  and 
solvency  of  the  applicant.  The 
committee  in  approving  a  loan  also 
must  have  a  report  on  the  value 
of  the  security  by  a  qualified  ap¬ 
praiser. 

The  board  of  directors  may  em¬ 
power  the  loan  committee  to  elect 
applicants  to  membership.  It  also 
may  authorize  any  three  members 
of  the  committee  to  act  as  the  loan 
committee  in  approving  loans  on 
behalf  of  the  association  and  in 
electing  applicants  to  membership. 
No  action  of  the  loan  committee  is 
valid  where  the  full  committee  is 
acting  unless  approved  by  all  mem¬ 
bers,  or  where  any  three  of  its 
members  are  acting  unless  approved 
by  all  such  members. 

No  loan  can  be  made  unless  the 
committee  gives  a  favorable  written 
report.  If  an  application  is  ap¬ 
proved,  the  committee  must  decide 
upon  the  amount  and  terms  of  the 
loan  that  may  be  offered  to  the 
applicant.  The  amount  cannot  be 
more  than  65  percent  of  the  normal 
value  of  the  farm  as  determined 
by  the  appraiser,  plus  the  amount 
of  stock  which  the  member-bor¬ 
rower  is  required  to  purchase  and 
may  pay  for  out  of  the  loan.  After 
these  steps  have  been  taken,  the 
manager  may  give  the  applicant  a 
loan  commitment  subject  to  final 
approval  or  rejection  by  the  bank. 

Responsibilities  of  Members 

In  all  true  cooperatives  the  final 
control  rests  with  the  member- 


patron.  He  exercises  this  control 
through  his  vote  in  electing  direc¬ 
tors. 

Each  Federal  land  bank  associa¬ 
tion  must  hold  an  annual  meeting  at 
which  directors  are  elected  and 
certain  other  formal  decisions  are 
reached.  At  these  meetings  reports 
are  made  on  the  business  affairs  of 
the  organization  to  give  the  mem¬ 
bers  the  information  they  should 
have  about  their  association.  Usu¬ 
ally  the  members  are  provided  with 
copies  of  a  summary  of  this  annual 
report.  A  well-conducted  and  well- 
attended  annual  meeting  is  the  best 
single  method  of  informing  the 
members  about  their  association. 

The  success  of  a  cooperative  is 
largely  dependent  on  the  loyal 
support  of  its  members.  A  large 
proportion  of  the  applicants  coming 
to  a  Federal  land  bank  association 
have  been  told  about  its  services  by 
satisfied  borrowers.  Associations 
encourage  members  to  keep  farmers 
in  their  communities  informed  about 
the  services  of  the  association. 
Some  associations  have  active  new 
business  committees  with  members 
selected  from  various  communities 
in  the  area. 

The  first  responsibility  of  a  mem¬ 
ber  is  to  fully  meet  his  obligations 
on  his  own  loan.  This  means 
meeting  all  payments  on  or  before 
the  due  date.  Almost  equally  im¬ 
portant  is  proper  care  of  the  secu¬ 
rity  and  it  is  to  the  member’s  own 
interest  to  maintain  and  improve 
the  condition  of  his  farm  and  home. 

Association  Finances 

The  income  of  the  association 
necessary  for  salaries  of  employ¬ 
ees,  rent,  travel,  and  many  other 
items  incident  to  providing  a  con¬ 
venient  credit  service  comes 
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Federal  land  bank  association  members  are  provided  a  voice  in  the  operation  of  their  associa¬ 
tions  through  attendance  at  annual  meetings.  Success  of  each  association  requires  participa¬ 
tion  by  a  well-informed  membership. 


largely  from  two  kinds  of  payments 
by  the  Federal  land  bank.  One  is 
the  dividends  already  mentioned  and 
the  other  is  payment  for  servicing 
loans.  There  is  considerable  varia¬ 
tion  in  the  plans  and  schedules  of 
compensation  used  by  the  different 
banks.  Each,  however,  must  be 
predicated  upon  the  amount  and 
quality  of  service  rendered  by  the 
association.  Interest  on  invest¬ 
ments  and  a  few  other  items  add 
varying  amounts  to  the  associa¬ 
tion’s  income. 

Should  losses  occur  on  loans,  the 


association  makes  good  to  the  ex¬ 
tent  of  its  endorsement  responsi¬ 
bility  by  payment  to  the  Federal 
land  bank.  The  association  uses 
its  reserves  to  meet  this  obligation. 
If  the  reserves  are  not  sufficient  a 
claim  remains  against  the  associa¬ 
tion.  Therefore,  it  is  important 
for  a  Federal  land  bank  association 
to  build  up  reasonable  reserves  to 
protect  itself  and  its  members 
against  such  contingencies.  Most 
associations  have  built  up  these 
funds  to  amounts  considered  ade¬ 
quate. 


Federal  Land  Bank  Loans 

THE  services  of  the  Federal  land  bank  system  are  avail¬ 
able  to  all  farmers  who  can  qualify  and  whose  security 
meets  the  requirements  for  a  loan.  A  land  bank  loan  may  be 
made  on  the  security  of  a  first  mortgage  to  any  person  who 
is  farming,  or  who  is  soon  to  start  farming,  or  who  gets 
his  income  principally  from  farming  and  under  certain  limi¬ 
tations  to  farming  corporations. 
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Purposes 

Land-bank  loans  may  be  made 
for  general  agricultural  purposes 
and  for  other  requirements  of  farm 
owners.  The  following  are  ex¬ 
amples  of  purposes  for  which  loans 
may  be  made: 

•  To  purchase  or  improve  farm 
land  and  buildings  and  con¬ 
struct  farm  buildings. 

•  To  purchase  livestock,  equip¬ 
ment,  and  supplies. 

•  To  pay  farm  operating  and 
family  living  expenses  including 
taxes  and  insurance. 

•  To  refinance  debts. 

•  To  provide  a  home  for  the  owner 
or  his  family  on  or  off  the  farm. 

•  To  provide  facilities  for  proc¬ 
essing,  storing,  and  marketing 
farm  products  and  handling  farm 
equipment  or  supplies  even  if 
not  located  on  the  farm. 

Security 

Federal  land  bank  loans  must  be 
secured  by  duly  recorded  first 
mortgages  on  farm  land.  Loans  are 
not  made  on  the  current  sale  value 
of  farms  but  are  based  on  normal 
value  as  determinedby  an  appraisal. 
The  basis  of  appraisal  is  the  value 
of  the  farm  for  agricultural  pur¬ 
poses  and  the  normal  earning  power 
of  the  farm  is  a  principal  factor. 

For  loans  to  part-time  farmers, 
where  dependable  sources  of  out¬ 
side  income  are  available  to  typical 
farm  operators,  the  home  value  is 


an  important  factor  in  making  ap¬ 
praisals. 

Appraisal  Policies 

An  appraisal  of  the  security  by 
an  appraiser  approved  by  the  land 
bank  is  required  in  connection  with 
each  land  bank  loan. 

The  Federal  Farm  Loan  Act,  as 
amended,  makes  it  mandatory  that 
all  land  bank  loans  be  based  upon 
the  normal  value  of  the  farm  of¬ 
fered  as  security  and  that  a  loan 
may  not  exceed  65  percent  of  such 
value,  plus  the  amount  of  stock 
which  the  member -borrower  is  re¬ 
quired  to  purchase  and  may  pay  for 
out  of  the  loan.  Normal  value  is 
defined  as  ’’the  amount  a  typical 
purchaser  would,  under  usual  con¬ 
ditions,  be  willing  to  pay  and  be 
justified  in  paying  for  the  property 
for  customary  agricultural  uses, 
including  farm  home  advantages, 
with  the  expectation  of  receiving 
normal  net  earnings  from  the  farm 
and  from  other  dependable 
sources."  Generally  speaking,  nor¬ 
mal  values  are  long  term  values 
established  for  the  purpose  of  mak¬ 
ing  long  term  loans  on  a  basis  that 
will  avoid  overlending  in  peak  peri¬ 
ods  and  underlending  in  depression 
periods. 

The  responsibility  for  establish¬ 
ing  prices  for  agricultural  products 
and  costs  used  in  computing  normal 
net  farm  earnings  is  exercised  by 
the  Farm  Credit  Administration. 
These  prices  and  costs  are  based  on 
historical  data  and  a  careful  analy¬ 
sis  of  present  position,  outlook,  and 
trends. 

Soundness  of  the  Loan 

It  should  be  borne  in  mind  that 
land  bank  loans  are  not  made  with 
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Government  money  but  with  funds 
obtained  through  the  sale  of  bonds 
issued  by  the  Federal  land  banks. 
Members  of  a  Federal  land  bank 
association  guarantee  one  another’s 
loans  within  certain  limits,  and  the 
loans  are  made  on  such  a  basis  that 
their  repayment  is  reasonably  as¬ 
sured.  Land  bank  loans  are  made 
for  long  periods,  usually  20  to  35 
years  or.  even -as  long  as  40  years, 
and  it  is  essential  that  all  credit 
factors  be  carefully  considered. 
Both  the  farmer  making  the  appli¬ 
cation  and  the  property  being  of¬ 
fered  as  security  are  of  importance 
in  the  transaction.  A  sound  loan 
cannot  be  made  on  a  poor  or  hazard¬ 
ous  type  of  property  even  though 
the  owner  and  applicant  may  be 
well  regarded  as  a  credit  risk,  nor 
can  a  safe  loan  be  made  to  one  who 
is  an  undesirable  credit  risk.  Loans 
are  made  with  the  view  of  rendering 
a  helpful  financial  service  to  worthy 
applicants.  In  the  land  bank  sys¬ 
tem  a  loan  to  be  sound  must  be 
sound  from  the  standpoint  of  the 
borrower  as  well  as  the  lender. 

The  objective  has  been  to  develop 
loan  policies  that  will  serve  the  con¬ 
structive  credit  needs  of  farmers, 
assure  a  dependable  supply  of  low- 
cost  loan  funds  and  maintain  a 
permanent,  efficient  organization 
for  making  the  loans.  To  this  end 
the  Federal  land  banks  have  devel¬ 
oped  and  adopted  the  following  defi¬ 
nition  of  a  sound  loan: 

A  Federal  land  bank  loan  is  sound 
if  (1)  it  serves  a  useful  purpose; 

(2)  the  amount  and  terms  of  repay¬ 
ment  are  within  the  debt  retirement 
capacity  of  the  farm  and  the  bor¬ 
rower;  (3)  the  borrower  is  an  ac¬ 
ceptable  risk  and  his  equity  in  the 
normal  value  of  the  farm  and  his 
equity  in  his  other  assets  are  such 
that  he  will  be  encouraged  to  pro¬ 


tect  his  investment  at  all  times; 
and  (4)  the  quality  of  the  farm  is 
such  that  the  bank  and  association 
will  be  afforded  reasonable  protec¬ 
tion  against  loss  should  acquisition 
of  the  security  become  necessary. 

Processing  a  Loan 

There  are  seven  basic  steps  in¬ 
volved  in  making  a  loan: 

(1)  The  applicant  applies  for  a 
loan  through  his  local  Federal  land 
bank  association,  giving  the  location 
of  his  farm,  his  financial  statement, 
and  certain  other  information  in¬ 
cluding  the  purposes  for  which  the 
loan  proceeds  will  be  used. 

(2)  The  association  investigator, 
usually  the  manager  or  his  assist¬ 
ant,  investigates  the  applicant's 
standing  in  the  community  and  his 
managerial  ability.  This  investiga¬ 
tion  ordinarily  includes  a  visit  to  the 
farm  so  the  investigator  can  make 
an  accurate  analysis  of  the  entire 
situation.  He  reports  on  his  find¬ 
ings  and  makes  his  recommendation 
concerning  the  loan  to  the  associa¬ 
tion  loan  committee. 

(3)  The  farm  is  appraised  by  a 
qualified  appraiser  who  submits  a 
report  to  the  association. 

(4)  The  association  loan  commit¬ 
tee  considers  the  reports  and  either 
approves  or  rejects  the  loan.  The 
loan  must  be  approved  by  all  mem¬ 
bers  of  the  committee,  not  less  than 
three,  to  whom  the  application  is 
presented  for  consideration.  Ap¬ 
proval  of  a  loan  includes  election  of 
the  applicant  to  membership. 

(5)  The  bank  loan  committee  con¬ 
siders  the  reports  and  either  ap¬ 
proves  or  rejects  a  loan.  It  cannot 
approve  a  loan  for  more  than  the 
amount  approved  by  the  association 
loan  committee. 

(6)  If  a  loan  is  approved  by  both 
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Financing  the  construction  of  farm  buildings  and  farm  homes  is  an  important  function  of  Federal 

land  bank  loans. 


loan  committees,  it  is  offered  to  the 
applicant  for  his  acceptance. 

(7)  If  the  loan  is  accepted,  the 
title  to  the  farm  is  examined  and, 
if  it  is  found  acceptable,  the  loan  is 
closed. 

The  manner  in  which  these  steps 
are  performed  varies  to  some  extent 
among  land  bank  districts  and  asso¬ 
ciations  within  a  district. 


Term  of  Loan 

The  term  of  Federal  land  bank 
loans  may  not  be  less  than  5  years 
nor  more  than  40  years.  The  most 
common  loan  term  is  from  20  to 
30 -odd  years  but  is  frequently  less 
as  circumstances  require.  The  ob¬ 
jective  is  to  fix  the  term  of  the  loan 
to  the  needs  of  the  borrower,  the 
debt  paying  capacity  of  the  bor¬ 
rower  and  his  farm,  and  the  dura¬ 
bility  of  the  farm  offered  as  security 
for  the  loan. 


Repayment  Provisions 

Most  Federal  land  bank  loans  are 
made  repayable  on  a  plan  of  amor¬ 
tization  by  means  of  a  fixed  number 
of  annual  or  semiannual  install¬ 
ments.  These  payments  include  in¬ 
terest  on  the  unpaid  balance  and  such 
amounts  to  be  applied  on  the  princi¬ 
pal  as  will  pay  off  the  debt  within 
the  term  for  which  it  is  written. 

Two  plans  of  repayment  are  in 
use.  One  is  the  standard  or  equal 
payment  plan  and  the  other  the 
decreasing  payment  plan.  Under 
the  standard  plan  the  borrower 
makes  a  fixed,  equal  payment, 
annually  or  semiannually.  A  por¬ 
tion  of  the  payment  is  applied  to 
interest  and  the  balance  to  prin¬ 
cipal,  thus  gradually  reducing  the 
debt.  With  each  installment  pay¬ 
ment  the  interest  becomes  less  and 
the  amount  applied  toward  prin¬ 
cipal  becomes  greater. 

The  other  plan  differs  from  the 
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standard  plan  in  that  a  fixed,  equal 
payment  of  principal  is  made  an¬ 
nually  or  semiannually  rather  than 
a  fixed  total  installment  payment. 
The  reduction  of  principal  when 
each  payment  is  made  causes  a 
continued  reduction  in  the  annual 
interest  payment  and  a  decrease  in 
the  total  amount  of  the  installment 
payment. 


Repayment  Privileges 

A  borrower  may  repay  part  or 
all  of  his  loan  ahead  of  time  if  he  is 
able  and  wishes  to  do  so.  This  per¬ 
mits  rapid  repayment  of  the  loan 
when  incomes  are  high.  The  land 
banks  also  will  accept  payments  to 
be  set  aside  and  applied  to  future 
installments  at  the  direction  of  the 
borrower.  The  borrower  receives 
interest  on  these  future  payments. 

Interest  Rates 

Federal  land  bank  loans  are  made 
at  favorable  rates  of  interest  and 
the  contract  rate  cannot  be  raised 
during  the  life  of  a  loan.  Changes 
in  the  contract  rate  on  new  loans 
are  made  only  when  changes  in 
operating  expenses  and  the  cost 
of  borrowed  funds  make  them  nec¬ 
essary.  The  interest  rate  charged 
borrowers  should  be  high  enough 
to  cover  the  cost  of  the  money  ob¬ 
tained  from  the  sale  of  bonds,  the 
operating  expenses  of  the  banks  and 
associations,  and  appropriate  accu¬ 
mulations  of  reserves  in  the  banks 
and  associations.  Any  earnings 
above  these  requirements  are  in 
fact  savings  and  may  be  returned 
to  the  borrowers  and  stockholders 
as  dividends. 


Fees  and  Charges 

The  applicant  is  required  to  fur¬ 
nish  satisfactory  evidence  of  title 
and  pay  recording  charges.  The 
charge  for  making  up  the  abstract 
or  certificate  of  title  is  a  matter 
between  the  applicant  and  his  ab¬ 
stractor.  In  many  cases  the  appli¬ 
cant  can  find  out  the  cost  of  the 
abstract  before  ordering  the  work 
done. 

In  some  districts  reasonable  ap¬ 
plication  fees  are  charged  to  par¬ 
tially  cover  the  cost  of  appraisals. 
Also,  the  Federal  land  bank  asso¬ 
ciations  are  authorized  to  charge  a 
fee  up  to  1  percent  of  the  loan  in 
order  to  meet  necessary  expenses. 
However,  in  many  districts  these 
fees  have  been  discontinued. 

Loan  Servicing 

Because  it  is  the  fundamental  aim 
of  this  cooperative  lending  system 
to  treat  its  borrowers  with  absolute 
fairness,  the  Federal  land  banks 
have  adopted  consistent  policies  and 
worked  out  systematic  procedures 
for  servicing  their  loans.  The 
Federal  land  bank  associations  have 
been  empowered  to  perform  this 
work.  It  is  the  responsibility  of 
the  board  of  directors  of  an  associa¬ 
tion  to  make  sure  that  all  loans  are 
serviced  with  fairness  to  both  the 
member  and  the  association  in  con¬ 
formity  with  the  general  policies  of 
the  land  bank.  Borrowers  able  to 
pay  are  expected  to  do  so.  How¬ 
ever,  when  defaults  occur  due  to 
circumstances  beyond  the  control 
of  the  borrower,  payments  generally 
are  not  required  which  would  impair 
his  ability  to  earn  and  meet  future 
payments. 

An  important  feature  of  the  loan 
servicing  policies  is  to  give  every 
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Farmers  look  upon  their  Federal  land  bank  associations  as  more  than  lenders.  They  find  associa¬ 
tion  personnel  helpful  as  a  source  of  financial  advice  and  counseling. 


consideration  to  worthy  delinquent 
borrowers  so  they  can  place  their 
loans  in  good  standing  and  ulti¬ 
mately  pay  off  their  indebtedness. 

A  borrower  is  considered  worthy 
and  his  loan  is  not  foreclosed  if  he: 

(1)  Is  doing  his  honest  best 
(exerts  every  reasonable  effort  to¬ 
ward  proper  management  and  op¬ 
eration  of  the  farm;  uses  outside 
income  or  resources,  if  available, 
to  help  carry  farm  indebtedness 
and  to  operate  the  farm;  is  willing 
to  meet  all  material  requirements 
which  the  bank  is  justified  in  mak¬ 
ing);  and 

(2)  Is  applying  the  proceeds  of 
production,  over  and  above  neces¬ 
sary  living  and  operating  expenses, 
to  the  payment  of  primary  obliga¬ 
tions  (confines  living  expenses  to 
the  standard  of  other  farmers  com¬ 
parably  situated  in  the  community); 
and 

(3)  Is  taking  proper  care  of  the 
property  (maintains  necessary 
buildings  and  other  physical  assets 


in  reasonable  state  of  repair;  pre¬ 
serves  the  fertility  of  the  soil;  and 
in  general  maintains  or  improves 
the  earning  capacity  of  the  prop¬ 
erty);  and 

(4)  Has  the  capacity  to  work  his 
way  out  of  a  reasonable  burden  of 
debt  under  normal  conditions  (has 
the  ability,  either  managerial  or 
otherwise,  to  operate  the  property 
with  reasonable  efficiency). 

Delinquent  Loan  Treatments 

In  an  effort  to  prevent  fore¬ 
closures  and  to  assist  deserving 
borrowers  in  retaining  their  farms 
and  homes,  a  number  of  loan  serv¬ 
icing  treatments  have  been  devel¬ 
oped  to  meet  specific  problems  of 
borrowers  on  an  individual  basis. 
The  association  may  agree  to  ex¬ 
tend  the  time  for  the  borrower  to 
pay  delinquent  installments,  it  may 
defer  any  payments  on  principal 
for  a  specified  time,  it  may  advance 
delinquent  taxes,  or  it  may  change 
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the  term  of  years  remaining  in 
which  to  pay  the  loan.  Each  case 
is  considered  carefully  to  determine 
the  causes  for  the  default  and  the 
most  practicable  methods  by  which 
any  difficulties  may  be  overcome 
through  the'  use  of  loan  treatments 
or  improved  management  and  farm¬ 
ing  methods. 

Loans  That  Fail 

Despite  the  good  intentions  of  a 
borrower  and  the  efforts  and  desire 
of  the  association  and  the  bank  to 
be  of  assistance,  some  loans  will 
fail.  Foreclosing  a  mortgage  loan  is 
an  exceedingly  serious  step  and  is 
taken  only  as  the  last  resort.  Fore¬ 
closure  is  recommended  only  after 
thorough  consideration  of  the  facts 
in  the  case  and  any  other  possible 
solutions  including  sale  of  the  farm 
to  enable  the  borrower  to  salvage 
any  equity  he  may  have  remaining 
in  the  property.  The  decision  to 
foreclose  is  reserved  to  the  bank 
but  the  recommendation  of  the  en¬ 
dorsing  association  is  required. 

Taxes  and  Insurance 

Each  borrower  agrees,  in  accord¬ 
ance  with  the  terms  of  his  mortgage, 
to  pay  when  due  all  taxes  assessed 
on  his  property.  Real  estate  tax  is 
an  annual  fixed  charge  and  con¬ 
stitutes  a  lien  ahead  of  the  bank's 
mortgage.  The  associations  check 
tax  payments  and  encourage  bor¬ 
rowers  to  pay  taxes  promptly. 

Buildings  are  a  factor  in  deter¬ 
mining  the  amount  of  the  loan  and 
must  be  kept  adequately  insured  for 
the  protection  not  only  of  the  asso¬ 
ciation  and  the  bank  but  also  of 
the  borrower.  Insurance  is  made 
payable  to  the  bank  as  its  interests 
may  appear  at  the  time  of  loss.  At 


the  option  of  the  borrower  and  sub¬ 
ject  to  applicable  regulations  sums 
so  received  may  be  used  to  pay 
for  reconstructing  the  buildings  de¬ 
stroyed.  The  associations  have 
assumed  the  responsibility  of  seeing 
that  borrowers  maintain  insurance 
according  to  requirements. 

Partial  Releases 

When  a  borrower  desires  to  sell 
a  part  of  the  mortgaged  property  - 
land,  buildings,  timber,  sand, 
gravel,  or  other  minerals,  a  partial 
release  may  be  granted  to  enable 
him  to  do  so  provided  the  condition 
of  the  loan  is  maintained  or  im¬ 
proved.  Funds  received  from  the 
sale  should  ordinarily  be  applied  to 
the  principal  of  the  loan  but,  where 
the  interests  of  the  borrower,  the 
association,  and  the  bank  would  be 
better  served,  the  funds  may  be 
used  for  other  purposes.  These 
purposes  include  paying  delinquent 
taxes,  interest,  insurance  premi¬ 
ums,  repairing  or  constructing 
buildings  located  on  the  mortgaged 
farm,  improving  the  soil,  or  for  the 
personal  needs  of  the  borrower. 

Release  of  Personal  Liability 

A  member  of  a  Federal  land  bank 
association  does  not  free  himself  of 
his  personal  liability  to  repay  a  loan 
by  selling  his  mortgaged  farm.  He 
remains  liable  until  the  mortgage 
is  fully  paid  or  until  he  is  given  a 
release  by  the  bank.  Before  the 
bank  grants  a  release  the  borrower 
must  make  a  written  application 
and  the  purchaser  must  assume  the 
mortgage  thus  becoming  personally 
liable  himself.  Also,  there  must  be 
reasonable  assurance  that  the  pur¬ 
chaser  will  pay  the  loan  in  accord¬ 
ance  with  its  terms.  The  applicant 
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for  the  release  must  transfer  to  the  stock  issued  in  connection  with  the 
purchaser  all  his  interests  in  the  loan. 


Summary  of  Cooperative  Features  and  Accomplishments 
of  the  Federal  Land  Bank  System 

A  COOPERATIVE  to  be  successful  must  be  organized  to 
meet  a  definite  economic  need.  Before  the  Federal 
land  bank  system  was  established  in  1917  farmers  were 
obliged  to  use  sources  of  credit  that  had  been  developed 
primarily  to  meet  the  needs  of  industry  and  commerce  and 
which  were  not  particularly  adapted  to  the  conditions  in 
agriculture.  Interest  rates  were  high;  loans  were  made  for 
relatively  short  periods;  and  in  times  of  financial  stress  it 
was  often  difficult  and  sometimes  impossible  to  obtain  fi¬ 


nancing  or  to  renew  an  existing 

The  need  for  this  cooperative 
mortgage  credit  system  and  its  suc¬ 
cess  in  meeting  that  need  can  be 
measured  by  the  service  it  has  ren¬ 
dered  to  the  farmers  of  the  country. 
Since  the  system  was  created  it  has 
made  more  than  11/2  million  loans 
amounting  to  $8  billion.  These 
loans  included  credit  to  thousands  of 
young  farmers,  some  of  them  vet¬ 
erans  of  World  Wars  I  and  II, 
and  enabled  them  to  get  a  start 
in  farming.  Also  they  helped  thou¬ 
sands  of  farmers  to  refinance 
burdensome  debts,  particularly  dur¬ 
ing  the  depression  of  the  early  30' s, 
and  to  save  their  farms  from  fore¬ 
closure. 

Co-op  System  Sets  Pace 

Because  cooperatives  are  non¬ 
profit  service  institutions  they  gen¬ 
erally  are  pace-setters  in  their  field 
of  service.  The  cooperative  land 
bank  system  has  consistently  set 
the  pace  in  the  field  of  farm  mort- 


mortgage. 

gage  credit  service. 

It  introduced  long-term  amor¬ 
tized  loans  to  farmers  on  a  nation¬ 
wide  basis.  This  did  away  with 
frequent,  costly,  and  uncertain  re¬ 
newals  which  had  characterized 
most  farm  mortgage  lending  prior 
to  1917. 

It  developed  the  future  payment 
fund  whereby  the  members  of  the 
system  are  given  the  opportunity 
to  build  cash  reserves  against  a 
rainy  day  and  to  receive  interest 
on  such  reserves. 

It  pioneered  the  practice  of  per¬ 
mitting  its  members  to  pay  off 
their  loans  at  any  time  without 
penalty.  In  making  low  interest 
rate  loans  it  has  saved  millions  of 
dollars  in  annual  interest  paid  by 
farmers.  The  system  indirectly 
benefits  all  farmer-borrowers  re¬ 
gardless  of  where  they  obtain  their 
funds  because  other  lenders  have 
followed  its  leadership,  lowered 
their  interest  rates,  and  otherwise 
improved  their  services. 
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How  Farmers  in  each  of  12  Districts  Share  in 
Control  of  Cooperative  Farm  Credit  System 


Farmers  Obtaining  Long-Term 
Mortgage  Loans 

I 

ELECT 


Farmers  Using  Marketing,  Purchasing, 
and  Service  Cooperatives 

I 

ELECT 

I 


Farmers  Obtaining  Short-Term 
Production  Loans 


Boards  of  Directors  of  their 
Federal  Land  Bank  Associations 


Two  Members  to 

I 


Boards  of  Directors 
of  their  Cooperatives 

I  L _ 

ELECT 

I 


One  or  mbers  to 


Nominate  One  for 
Appointment  to 


Boards  of  Directors  of  their 
Production  Credit  Associations 

I 

ELECT 

I 


Two  Members  to 

I 


Nominate  One  for 
Appointment  to 


Nominate  One  for 
Appointment  to 


District  Farm  Credit  Board 
Determines  District  Policies  for 
Federal  Land  Bank,  Federal  Intermediate 
Credit  Bank,  Bank  for  Cooperatives 


* - * 


Federal  Farm  Credit  Board- 
President  Considers  District  Nominations 
in  Making  Appointments. 

Board  Determines  National  Policy 


APPOINTS 


Governor  of  the 

Farm  Credit  Administration  who 
Administers  the  Law  and  Board's  Policies 
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The  Federal  land  bank  system 
also  introduced  the  practice  of  bas¬ 
ing  loans  on  normal  agricultural 
values  of  farms  instead  of  the  cur¬ 
rent  sale  price  of  farms  or  other 
temporary  levels  of  value,  and  the 
soundness  of  this  policy  has  now 
been  recognized  and  adopted  by 
many  important  mortgage  agencies 
in  the  country. 

Adapts  Services  to  Farming 

The  changes  made  in  recent  years 
in  adapting  the  services  of  the  sys¬ 
tem  to  the  changing  needs  of  farm¬ 
ers,  and  ranchers  have  made  it 
possible  for  more  of  them  to  use 
the  system.  New  appraisal  stand¬ 
ards,  loans  to  part-time  farmers 
and  farming  corporations,  the  in¬ 
crease  in  maximum  size  of  land 
bank  loans,  and  the  broader  pur¬ 
poses  for  which  farmers  may  use 
loans  are  examples  of  how  services 
are  continually  being  modernized 
to  keep  in  step  with  a  fast- moving 
agriculture. 


One  of  the  important  tests  a  true 
cooperative  must  meet  is  to  pro¬ 
vide  services  to  members  at  cost, 
and  that  test  is  being  met  through 
the  return  of  savings  to  members  in 
the  form  of  dividends  from  their 
Federal  land  bank  associations. 
These  dividends  represent  a  sub¬ 
stantial  reduction  in  the  carrying 
charges  on  members’  loans. 

Each  member  of  a  Federal  land 
bank  association  owns  stock  in  the 
association  in  proportion  to  his  loan 
and  each  has  one  vote  in  the  elec¬ 
tion  of  the  directors  as  well  as  on 
other  matters  coming  before  the 
association  membership. 

The  board  of  directors  is  elected 
by  and  from  the  membership  and 
has  authority  to  manage  the  asso¬ 
ciation.  Through  their  associa¬ 
tions,  the  members  have  a  voice  in 
the  management  of  their  Federal 
land  bank. 

By  taking  an  active  interest  in 
the  affairs  of  the  association  the 
members  contribute  greatly  to  the 
continued  success  of  the  cooperative 
land  bank  system. 
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The  Federal  Land  Banks 


The  cities  in  which  the  banks  are  located  and  the  territory  which 
they  serve  are  listed  below. 

SPRINGFIELD  2,  MASS. 

Connecticut,  Maine,  Massachusetts,  New  Hampshire,  New  Jersey, 
New  York,  Rhode  Island,  and  Vermont 

BALTIMORE  3,  MD. 

Delaware,  District  of  Columbia,  Maryland,  Pennsylvania,  Puerto 
Rico,  Virginia,  and  West  Virginia 

COLUMBIA  1,  S.  C. 

Florida,  Georgia,  North  Carolina,  and  South  Carolina 

LOUISVILLE  1,  KY. 

Indiana,  Kentucky,  Ohio,  and  Tennessee 

NEW  ORLEANS  7,  LA. 

Alabama,  Louisiana,  and  Mississippi 

ST.  LOUIS  66,  MO. 

Arkansas,  Illinois,  and  Missouri 

ST.  PAUL  1,  MINN. 

Michigan,  Minnesota,  North  Dakota,  and  Wisconsin 
OMAHA  1,  NEBR. 

Iowa,  Nebraska,  South  Dakota,  and  Wyoming 
WICHITA  2,  KANS. 

Colorado,  Kansas,  New  Mexico,  and  Oklahoma 

HOUSTON  1,  TEX. 

Texas 

BERKELEY  1,  CALIF. 

Arizona,  California,  Nevada,  and  Utah 

SPOKANE  1,  WASH. 

Alaska,  Idaho,  Montana,  Oregon,  and  Washington 


Federal 
Land  Bank 
Association 
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The  Cooperative 
Farm  Credit  System . . . 

Functions  and  Organization 


THE  nationwide  Cooperative  Farm  Credit  System,  supervised  by 
the  Farm  Credit  Administration,  provides  both  long-  and  short¬ 
term  credit  to  farmers  and  their  marketing,  purchasing,  and 
service  associations.  Through  this  system,  farmers  and  their  coop¬ 
eratives  have  available  coordinated  facilities  which  provide  a  dependable 
source  of  credit  at  all  times  on  a  sound  basis. 

The  credit  cooperatives  of  the  system  are:  (1)  About  1,000  national 
farm  loan  associations  and  12  Federal  land  banks,  from  which  farmers 
obtain  long-term  farm  mortgage  loans;  (2)  497  production  credit  asso¬ 
ciations  and  12  Federal  intermediate  credit  banks  which  provide 
farmers  with  short-  and  intermediate-term  operating  credit;  and 
(3)  13  banks  for  cooperatives  from  which  farmers’  marketing,  pur¬ 
chasing,  and  service  cooperatives  can  obtain  both  long-  and  short-term 
loans. 

Because  it  is  cooperatively  organized,  the  system  is  designed  to 
act  as  a  leader  and  to  set  standards  for  interest  rates,  terms,  and 
general  credit  services  adapted  specifically  to  the  needs  of  farmers 
and  their  cooperatives. 


Sources  of  Agricultural  Credit 

FARMERS  obtain  only  a  relatively  moderate  portion  of  the  credit 
they  use  through  the  Cooperative  Farm  Credit  System. 

A  farmer  needing  credit  may  obtain  a  loan  from  several  different 
sources.  He  can  obtain  a  long-term  loan,  secured  by  a  mortgage  on  his 
farm,  chiefly  from  life  insurance  companies,  commercial  banks,  the 
Federal  land  banks  through  local  national  farm  loan  associations,  the 
Farmers  Home  Administration,  and  from  individuals.  These  loans  are 
used  to  meet  a  farmer’s  long-term  needs  such  as  buying  a  farm,  for 
buildings  and  equipment,  for  soil  improvement,  for  foundation  livestock, 
and  frequently  to  refinance  existing  mortgages. 

His  chief  sources  of  short-  Administration,  and  individuals, 
term  production  or  operating  merchants,  dealers,  agricultural 
credit,  made  mostly  on  chattel  credit  corporations,  cattle  loan 
mortgage  security,  are  com-  companies,  and  other  lenders, 
mercial  banks,  production  credit  The  loans  usually  are  used  to  meet 
associations,  the  Farmers  Home  current  operating  expenses  such 


as  buying  feed,  seed,  and  fertilizer 
and  paying  hired  laborers,  but 
they  can  be  for  capital  purposes 
such  as  buying  foundation  live¬ 
stock  and  machinery  and  for  im¬ 
proving  land  and  buildings,  in 
which  event  loans  can  be  for  terms 
up  to  5  years. 

Long-term  Farm 
Mortgage  Credit 

Farmers  in  the  better  agri¬ 
cultural  sections,  who  have  large 
investments  in  their  business, 
obtain  a  large  part  of  their  mort¬ 
gage  credit  from  life  insurance 
companies.  In  some  of  the  better 
farming  areas,  these  companies 
supply  a  larger  part  of  this  type 
of  credit  than  any  other  group  of 
lenders.  Repayment  of  these 
loans  is  usually  amortized  over  a 
period  of  20  years  or  more. 
Farmers  obtaining  loans  currently 
from  life  insurance  companies 
are  paying  rates  competitive  with 
other  lenders. 

Farmers  in  all  sections  of  the 
country  have  available  privately 
organized  commercial  banks  from 
which  they  can  obtain  farm  mort¬ 
gage  loans.  Banks  are  providing 
about  one-half  of  the  farm  mort¬ 
gage  credit  in  sections  of  the 
Northeastern  States  to  less  than 
one-tenth  in  some  parts  of  the 
Great  Plains  States,  where  rainfall 
is  limited  and  frequent  droughts 
occur.. 

The  proportion  of  their  funds 
which  banks  may  invest  in  real 
estate  loans  is  limited  because 
they  must  have  a  large  portion  of 
their  assets  in  a  form  that  can 
easily  be  converted  into  cash,  and 
because  there  are  legal  limits  on 
the  amount  they  can  invest  in  this 
type  of  loan.  To  partly  offset 
these  limitations,  some  banks  have 
arrangements  with  insurance 


companies  under  which  certain 
loans  may  be  transferred  to  the 
insurance  company  at  times  mutu¬ 
ally  agreed  upon.  Also,  certain 
real  estate  loans  guaranteed  by 
the  Government  are  not  included 
in  these  limitations. 

The  loans  farmers  obtain 
from  banks  are  usually  for  terms 
of  5  years  or  less  but  those  ob¬ 
tained  from  national  banks  may  be 
for  terms  up  to  20  years  if  the 
entire  principal  is  amortized  over 
this  period.  Farmers  are  paying 
on  an  average  rates  comparable 
to  those  of  other  lenders  on  farm 
mortgage  loans  obtained  from  banks. 

Many  farmers  obtain  mortgage 
loans  from  individuals.  These 
loans  usually  originate  when  the 
seller  of  a  farm  takes  a  mortgage 
as  part  payment.  Some  farmers 
also  borrow  from  individuals  who 
have  money  to  invest.  Frequently, 
these  investors  include  retired 
farmers,  and  local  business  and 
professional  men.  Terms  of 
many  of  these  loans  are  5  years 
or  less.  Interest  rates  average 
slightly  less  than  from  commercial 
banks. 

While  only  a  minor  source  of 
farm  mortgage  credit,  some 
farmers  obtain  loans  from  groups 
such  as  religious,  educational  and 
fraternal  organizations,  mortgage 
and  investment  companies,  and 
building  and  loan  associations. 

Loans,  farmers  obtain  from 
national  farm  loan  associations 
and  Federal  land  banks  will  be 
discussed  later. 

Tenants  and  farm  owners,  un¬ 
able  to  obtain  credit  from  other 
sources  at  reasonable  rates,  can 
obtain  loans  from  the  Farmers 
Home  Administration,  a  Govern¬ 
ment  agency  of  the  Department  of 
Agriculture.  This  agency  also 
insures  farm  real  estate  loans 
made  by  other  lenders.  With  these 
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loans,  tenants  can  move  up  to  farm 
ownership  and  farm  owners  can 
enlarge  and  improve  undersized 
farms.  These  loans  include  soil 
and  water  conservation  improve¬ 
ments.  Loans  are  made  from 
funds  appropriated  by  Congress 


and  from  funds  provided  by 
private  lenders  with  repayment 
insured  by  the  Government. 

The  accompanying  table  gives 
the  amount  and  percent  of  farm 
mortgage  credit  held  by  each  lender 
group  on  January  1,  1956. 


Mortgage  Credit  by  Type  of  Lender 


Lenders 

Amount 

Percent  of  total 

(Mill  ions) 

Federal  land  bank  system - 

$1,480 

16.3 

Life  insurance  companies - 

2,272 

25.1 

Commercial  banks - 

1,346 

14.8 

Farmers  Home  Administration - 

278 

3.1 

Individuals  and  others - 

3,690 

40.7 

Total - - 

9,066 

100.0 

Short-term  Credit 

Farmers  obtain  more  short¬ 
term  credit  from  privately  organ¬ 
ized  commercial  banks  than  from 
any  other  type  of  lender.  Currently, 
the  short-term  credit  farmers  are 
using  from  banks  accounts  for 
more  than  40  percent  of  the  total. 
Because  a  farmer  usually  is  well 
known  at  his  bank,  and  because  he 
is  a  depositor  as  well  as  a  bor¬ 
rower,  he  can  obtain  a  loan 
promptly  and  with  a  minimum  of 
investigation. 

Farmers,  unable  to  obtain 
loans  from  other  lenders  at  rea¬ 
sonable  rates,  may  borrow  from 
the  Farmers  Home  Administration 
to  meet  production  expenses,  and 
to  buy  the  livestock,  machinery 
and  other  items  they  need  to  im¬ 
prove  their  farming.  This  agency 
supervises  the  setting  up  and 
carrying  out  of  the  individual’s 
farming  plans  with  each  loan.  In 
emergencies,  such  as  drought, 
farmers  in  designated  areas  can 


obtain  loans  to  help  continue  their 
operations. 

Nearly  one-half  of  the  total 
short-term  credit  farmers  use  is 
obtained  from  individuals  and 
dealers  in  fertilizer,  feed,  farm 
equipment,  and  supplies  who  sell 
on  credit.  Many  young  farmers 
obtain  credit  from  individuals, 
sometimes  members  of  the  family, 
to  get  a  start  in  farming  as  they 
are  often  unable  to  borrow  enough 
money  from  regular  credit  agencies 
because  they  have  not  accumulated 
sufficient  property  to  use  as 
security.  Interest  rates  charged 
by  individuals  are  often  higher 
than  the  rates  charged  by  regular 
lenders.  Merchants  and  dealers 
also  frequently  charge  higher 
prices  for  goods  sold  “on  time” 
or  add  a  financing  charge. 

Loans  farmers  obtain  from 
production  credit  associations  and 
other  lenders,  who  rediscount 
loans  with  the  12  Federal  inter¬ 
mediate  credit  banks,  will  be 
discussed  later. 
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Short-Term  Credit  by  Type  of  Lender 


Lenders 

Amount1 

Percent  of  total 

(Mill i ons ) 

Commercial  banks - 

$3,308 

41.8 

Production  credit  associations - 

644 

8.1 

Federal  intermediate  credit  banks2 - 

62 

.8 

Farmers  Home  Administration - 

406 

5.1 

Others^ - 

3,500 

44.2 

Total - 

7,920 

100.0 

deludes  loans  held  or  guaranteed  by  the  Commodity  Credit  Corporation  for  price  support  pur¬ 
poses  totaling  $2.5  billion. 

“Loans  to  and  discounts  for  private  financing  Institutions  only. 

''Includes  Individuals,  merchants,  dealers,  and  other  miscellaneous  lenders. 


The  accompanying  table  gives 
the  amount  and  percent  of  short¬ 
term  credit  held  by  each  lender 
group  on  January  1,  1956. 

Credit  for  Formers’ 
Cooperatives 

Farmers'  marketing,  purchas¬ 
ing,  and  service  cooperatives  also 
obtain  credit  from  several  sources. 


The  principal  source,  however, 
is  the  banks  for  cooperatives, 
which  supply  more  than  one- half 
of  the  credit  used  by  such  coop¬ 
eratives.  The  accompanying  table 
shows  the  various  sources  from 
which  these  funds  were  obtained 
by  632  cooperatives,  which  re¬ 
ported  outstanding  borrowings  at 
the  close  of  fiscal  years  ending  in 
1954. 


Sources  of  Credit  for  632  Cooperatives,  1954 


Lenders 


Percent 


of 


Banks  for  cooperatives - 

Commercial  banks - 1 - 

Marketing  and  supply  companies - - - 

Regional  marketing  and  purchasing  cooperatives 

Individuals - 

Insurance  companies - 

Certificates  of  indebtedness1 - 

Miscellaneous  sources - 


57.8 

10.3 

1.6 

2.8 

4.0 

4.7 

16.5 

2.3 


Total 


100.0 


total 


■Visually  members. 


Source;  Based  on  survey  by  Farmer  Cooperat ive  Service,  U.  S.  Department  of  Agr iculture . 
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History  of  the  Cooperative  Farm  Credit  System 


THE  Cooperative  Farm  Credit  System,  supervised  by  the  Farm 
Credit  Administration,  had  its  beginning  in  1916  when  Congress 
enacted  the  Federal  Farm  Loan  Act  which  created  the  12  Federal  land 
banks  and  the  local  national  farm  loan  associations  through  which  land 
bank  loans  are  made. 


Mortgage  Credit  Inadequate 
Before  1916 

Farmers  in  the  United  States, 
prior  to  1916,  had  no  long-term 
mortgage  credit  system  specifi¬ 
cally  designed  or  adapted  to  meet 
their  needs.  They  were  forced 
to  utilize  as  best  they  could  the 
credit  facilities  that  had  been 
developed  primarily  to  meet  the 
needs  of  industry.  Insurance  com¬ 
panies  tended  to  make  loans  only 
in  areas  where  loans  were  large 
and  numerous  and  risks  were  low. 
Commercial  banks,  especially  in 
high  risk  areas,  had  to  limit  their 
farm  mortgage  lending  because  of 
their  primary  obligation  to  keep 
their  depositors’  funds  invested  in 
assets  readily  convertable  to 
cash. 

Farmers  who  needed  credit 
were  often  unable  to  find  pros¬ 
pective  investors  with  surplus 
funds.  This  was  not  unusual  be¬ 
cause  most  of  the  investors  were 
located  in  large  cities  far  re¬ 
moved  from  farming  areas. 

In  times  when  conditions  were 
poor  or  money  was  in  short  sup¬ 
ply,  those  loans  farmers  could 
obtain  were  usually  for  short 
periods.  The  average  term  of 
loans  was  5  years  or  less.  At 
maturity,  if  a  borrower  could  not 
repay  the  entire  loan,  he  had  to 
arrange  for  a  renewal  or  for  re¬ 
financing.  This  usually  involved 
additional  charges.  In  times  of 
financial  stress,  a  borrower  often 
found  it  difficult,  if  not  impossible, 


to  renew  or  refinance  his  loan  at 
any  cost. 

The  interest  rates  and  com¬ 
missions  farmers  paid  in  1915 
varied  considerably  by  States.  In 
some  areas  they  were  paying  rates 
that  averaged  as  high  as  10  per¬ 
cent  or  more. 

Land  Bank  System 
Adapted  to  Farming 

The  Federal  Farm  Loan  Act 
of  1916,  which  created  the  land 
bank  system,  was  the  first  effort 
to  make  available  to  farmers  in 
the  United  States  a  credit  system 
designed  for  and  adapted  to  their 
needs.  It  represented  the  results 
of  long  study  including  that  of 
special  commissions  which  went 
to  Europe  to  observe  agricultural 
credit  systems  there. 

The  new  act  provided  for  ob¬ 
taining  funds  from  investors  to 
make  loans  by  selling  Federal 
farm  loan  bonds  secured  by  farm 
mortgages.  By  pooling  mortgages 
and  issuing  bonds  in  this  way,  a 
farmer  in  a  high-risk,  high-interest 
rate  area  far  removed  from  in¬ 
vestment  markets,  could  get  a 
long-term,  low-interest  rate 
mortgage  loan  on  a  basis  similar 
to  that  available  to  a  farmer  located 
in  a  more  favorable  area. 

Short-term  Credit  Lacking 

Farmers  also  needed  better 
short-term  credit  facilities.  The 
terms  and  conditions  on  such  loans 
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that  were  available  often  did  not 
meet  their  needs.  Again,  there 
was  no  way  farmers  could  reach 
the  investment  market  for  pro¬ 
duction  credit. 

Farmers  had  been  able  to  get 
liberal  credit  from  banks  during 
the  prosperous  World  War  I  period. 
But  when  prices  of  farm  commodi¬ 
ties  declined  from  1920  to  1923, 
losses  resulted  and  many  banks 
serving  rural  communities  were 
forced  to  call  their  loans  to  meet 
heavy  withdrawals  of  deposits. 
When  a  farmer  was  forced  to  re¬ 
pay  his  loan  in  this  way,  he  often 
suffered  heavy  losses  because  he 
had  to  sell  crops  and  livestock 
either  when  they  were  not  ready 
for  market  or  when  the  market 
price  was  lowest. 

Intermediate  Credit 
Banks  Created 

As  a  result  of  an  exhaustive 
study,  Congress  in  1923  provided 
for  the  establishment  of  a  per¬ 
manent  system  of  Federal  inter¬ 
mediate  creditbanks.  These  banks 
were  organized  not  to  make  loans 
direct  to  individual  farmers  but  to 
discount  or  purchase  farmers’ 
notes  secured  by  chattel  mortgages 
given  to  privately  capitalized  local 
lending  institutions.  These  insti¬ 
tutions  included  commercial  banks, 
livestock  loan  companies  and  agri¬ 
cultural  credit  corporations. 
Since  1933,  they  have  been  the 
main  source  of  funds  for  the  coop¬ 
eratively  organized  production 
credit  associations.  These  asso¬ 
ciations  accounted  for  91  percent 
of  the  credit  extended  by  the 
intermediate  credit  banks  in  1956 
and  other  financing  institutions 
accounted  for  the  remainder. 

Loan  funds  of  the  intermediate 
credit  banks  are  obtained  by  sell¬ 
ing  debentures,  secured  by  agri¬ 


cultural  notes,  cash,  or  U.  S. 
Government  securities,  in  the 
investment  market. 

All  Types  of  Farm  Credit 
Services  Provided 

An  executive  order  of  March 
1933,  creating  the  Farm  Credit 
Administration,  brought  the  land 
bank  system  and  intermediate 
credit  banks  under  its  supervision. 

In  June  of  that  year  Congress, 
after  extended  hearings,  partici¬ 
pated  in  by  agricultural  and  other 
leaders,  authorized  farmers,  in 
the  Farm  Credit  Act  of  1933,  to 
organize  a  countrywide  system  of 
local  cooperatives  —  production 
credit  associations  —  which  were 
designed  to  make  operating  credit 
readily  accessible  to  farmers  in 
all  parts  of  the  country.  The  pro¬ 
duction  credit  associations  were 
designed  as  retail  outlets  for  the 
lending  funds  that  were  available 
at  wholesale  from  the  Federal 
intermediate  credit  banks. 

The  Farm  Credit  Act  of  1933 
also  provided  for  organizing  13 
banks  for  cooperatives  as  a 
system  of  credit  for  farmers’ 
marketing,  purchasing,  and  service 
cooperatives. 

The  production  credit  asso¬ 
ciations  were  created  because 
private  lending  agencies,  including 
those  which  discounted  their  loans 
with  the  Federal  intermediate 
credit  banks,  were  not  able  to 
meet  farmers’  credit  needs.  Many 
livestock  loan  companies  and 
agricultural  credit  corporations 
had  failed  because  of  inadequate 
capital,  unsound  management,  lack 
of  adequate  supervision,  or  for 
other  reasons.  Many  banks  be¬ 
cause  of  falling  prices  and  declining 
deposits,  either  were  unwilling  or 
unable  to  lend  to  farmers. 
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Farmers’  cooperative  market¬ 
ing,  purchasing,  and  service  asso¬ 
ciations  also  needed  a  specialized 
credit  service.  Through  various 
legislative  acts,  including  that 
creating  the  intermediate  credit 
banks  and  the  Federal  Farm 
Board,  Congress  had  previously 
provided  forms  of  credit  for 
farmers’  cooperatives.  However, 
in  1933  it  became  necessary  to 
have  a  more  extensive  and  de¬ 
centralized  lending  service  in 
whose  ownership  and  oontrol  the 


borrower-cooperative  associations 
would  participate. 

Both  the  new  production  credit 
associations  and  banks  for  coop¬ 
eratives  were  placed  under  super¬ 
vision  of  the  Farm  Credit  Admin¬ 
istration. 

Thus  the  Cooperative  Farm 
Credit  System  was  designed  and 
organized  to  provide  credit  to 
farmers  and  their  cooperatives  on 
a  sound  credit  basis,  both  under 
prosperous  and  depression  con¬ 
ditions. 


Cooperative  Credit  Meets  Needs 


THE  Cooperative  Farm  Credit  System  today  provides  awell-rounded 
credit  service  for  farmers  and  their  cooperatives.  Through  its 
facilities,  farmers  can  finance  the  ownership  of  farms,  the  production 
of  crops  and  livestock,  and  the  purchasing  of  farm  supplies  and  mar¬ 
keting  of  farm  products.  The  details  of  how  the  three  types  of  credit 
organizations  extend  these  services  follow: 


Long-term  Farm  Mortgage 
Credit  System 

Farmers  obtain  land  bank  loans 
through  local  cooperative  national 
farm  loan  associations.  The  12 
Federal  land  banks  are  designed, 
as  previously  mentioned,  to  pro¬ 
vide  long-term  farm  mortgage 
credit  for  agriculture  at  rates  of 
interest  determined  by  the  costs 
of  borrowed  funds  plus  a  margin 
for  operating  expenses  and  for 
reserves. 

The  sale  of  Federal  land  bank 
bonds  to  investors  in  the  regular 
money  market  is  the  chief  means 
of  obtaining  lending  funds.  These 
bonds,  the  joint  obligations  of  the 
12  banks,  are  secured  by  first 
mortgages  on  farms.  The  mort¬ 
gages  are  deposited  and  pledged 
with  the  farm  loan  registrars  for 
the  respective  Farm  Credit  dis¬ 
tricts.  The  bonds  are  not  guar¬ 
anteed  by  the  Government  in  any 
way. 


Farmers  Buy  Capital  Stock 

Each  farmer  who  borrows, 
purchases  capital  stock  in  the 
local  association  amounting  to  5 
percent  of  the  loan.  The  associa¬ 
tion  buys  an  equal  amount  of  stock 
in  the  land  bank.  This  stock  is 
redeemed  at  the  time  the  loan  is 
completely  repaid. 

Borrowers  agree  to  make  pay¬ 
ments  on  the  principal  of  their 
loans  with  each  annual  or  semi¬ 
annual  payment  of  interest  in 
amounts  large  enough  to  repay  the 
debt  within  an  agreed  period  of 
not  less  than  5  years  nor  more 
than  40  years.  However,  farmers 
are  usually  permitted  to  repay  any 
part  or  all  of  their  loans  without 
penalty  ahead  of  their  repayment 
schedule.  They  may  also  build  up 
future  payment  funds  with  banks 
to  meet  later  scheduled  install¬ 
ments.  The  bank  pays  the  mem¬ 
ber  interest  on  money  he  has  in 
the  bank. 
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How  Farmers  in  each  of  12  Districts  Share  in 
Control  of  Cooperative  Farm  Credit  System 


'tin 

Farmers  Obtaining  Long-Term 
Mortgage  Loans 

I 

ELECT 

I 


Farmers  Using  Marketing,  Purchasing, 
and  Service  Cooperatives 

I 

ELECT 

I 


Farmers  Obtaining  Short-Term 
Production  Loans 


Boards  of  Directors  of  their 
National  Farm  Loan  Associations 

I 

ELECT 

I 


Two  Members  to 

I 


Boards  of  Directors 
of  their  Cooperatives 

I  L _ 

ELECT 

I 


One  Member  to 


Nominate  One  for 
Appointment  to 


Boards  of  Directors  of  their 
Production  Credit  Associations 

I 

ELECT 


Two  Members  to 

I 


Nominate  One  for 
Appointment  to 


Nominate  One  for 
Appointment  to 


District  Farm  Credit  Board 
Determines  District  Policies  for 
Federal  Land  Bank,  Federal  Intermediate 
Credit  Bank,  Bank  for  Cooperatives 


Federal  Farm  Credit  Board- 
President  Considers  District  Nominations 
in  Making  Appointments. 

Board  Determines  National  Policy 


APPOINTS 


i 


Governor  of  the 

Farm  Credit  Administration  who 
Administers  the  Law  and  Board's  Policies 
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Loans  on  Normal 
Agricultural  Value 

Farmers  may  borrow  up  to  65 
percent  of  the  appraised  normal 
agricultural  value  of  their  farms. 
The  normal  agricultural  value  is 
the  amount  an  appraiser  estimates 
a  typical  purchaser,  under  usual 
conditions,  would  be  willing  to  pay 
and  be  justified  in  paying  for  the 
property  for  customary  agri¬ 
cultural  uses.  In  arriving  at  this 
value  the  appraiser  considers  farm 
home  advantages  and  normal  net 
earnings  a  farmer  might  expect 
from  the  farm.  For  loans  to  part- 
time  farmers,  where  dependable 
sources  of  outside  income  are 
available  to  typical  farm  oper¬ 
ators,  the  home  value  is  an  im¬ 
portant  factor  in  making  appraisals. 

Farmers  obtaining  loans  through 
national  farm  loan  associations 
pay  interest  at  rates  based  on  the 
cost  of  money  in  the  investment 
market  and  the  cost  of  operations. 
The  rates  cannot  exceed  6  percent. 

If  a  land  bank  has  more  in¬ 
come  from  interest  and  other 
sources  than  it  needs  to  pay  the 
cost  of  borrowing  money,  operating 
expenses,  and  to  build  reserves, 
it  may  pay  dividends  on  its  capital 
stock  owned  by  national  farm  loan 
associations.  The  associations,  in 
turn,  may  pay  dividends  to  their 
member-borrowers. 

More  than  350,000  farmers 
and  ranchers  are  currently  mem¬ 
bers  of  the  more  than  1,000 
national  farm  loan  associations  in 
the  United  States.  In  some  cases  two 
or  more  associations  have  the  same 
office  and  secretary-treasurer. 

Association  Board  Sets  Policies 

Members  of  each  association 
elect  their  own  board  of  directors 
from  among  their  fellow  members. 


This  board  determines  the  asso¬ 
ciation’s  policies  and  hires  a 
secretary-treasurer  to  run  the 
day-to-day  affairs  of  the  associa¬ 
tion.  He,  in  turn,  chooses  any 
additional  employees  that  may  be 
needed. 

Short-term  Production 
Credit  System 

The  production  credit  organ¬ 
ization  within  each  district  con¬ 
sists  of  local,  cooperative  pro¬ 
duction  credit  associations  and  a 
Federal  intermediate  credit  bank. 

Loans  Meet  Farm  Needs 

Farmers  obtain  production 
credit  from  the  associations  to 
use  for  farm  operations  at  rea¬ 
sonable  cost  and  on  terms  and 
conditions  suitable  to  their  needs. 

The  associations  obtain  their 
lending  funds  principally  by  dis¬ 
counting  with  or  borrowing  from 
their  district  Federal  intermediate 
credit  bank. 

A  farmer  obtains  a  loan  from 
the  production  credit  association 
serving  the  area  in  which  his  farm 
is  located.  He  becomes  a  member 
and  buys  Class  B  (voting)  stock 
equal  to  5  percent  of  his  loan.  He 
can  borrow  for  any  general  agri¬ 
cultural  purpose.  He  can  borrow 
any  amount  which  he  can  use  in 
his  farm  business  if  the  associa¬ 
tion’s  loan  committee  feels  he  can 
repay  it. 

When  members  repay  their 
loans  they  usually  retain  their 
Class  B  voting  stock  so  that  they 
can  use  it  if  they  need  a  new  loan. 
If,  after  2  years,  the  member  has 
not  borrowed  from  the  association 
his  stock  is  automatically  con¬ 
verted  to  Class  A  (non-voting) 
stock.  This  keeps  the  control  of 
the  association  in  the  hands  of 
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members  who  use  it.  A  member 
who  does  not  have  a  loan  may  at 
any  time  list  his  stock  with  the 
association  for  sale  to  other 
members  who  need  it  in  connection 
with  their  loans. 

Budget  Plan  Widely  Used 

Most  farmers  use  the  produc¬ 
tion  credit  association’s  “budget” 
plan.  Under  this  plan,  a  member 
arranges  for  his  financial  needs 
during  the  entire  season.  He  gets 
the  money  as  he  needs  it.  He 
agrees  to  repay  the  loan  as  he 
sells  his  farm  products.  A  farmer 


does  not  pay  interest  on  any  part 
of  a  production  credit  association 
loan  until  he  receives  the  money. 
When  he  repays  any  part  of  his 
loan,  interest  charges  cease  on  the 
amount  he  repays.  Thus,  he  pays 
interest  on  each  dollar  for  only 
the  exact  number  of  days  he  uses 
it.  This  greatly  reduces  interest 
costs  on  such  loans.  In  the  accom¬ 
panying  example  the  cost  is  only 
$2.44  per  $100  borrowed. 

Most  loans  for  production 
purposes — such  as  meeting  cur¬ 
rent  farm  operating  expenses — are 
written  to  mature  within  1  year. 
However,  in  cases  where  a  farmer 


Typical  Example  of  a  Budgeted  Loan 


Date 

Purpose  of  advance  or 
source  of  repayment 

Amount 

advanced 

Amount 

paid 

Balance 
out  - 

standing 

Days 
out  - 

standing 

Interest 
at  6% 

Jan. 

10 

Fert i 1 i zer - 

$225 

Interest  on  real 

estate  mortgage - 

250 

- 

$475 

85 

$6.64 

Apr . 

5 

Seed - 

215 

- 

- 

- 

- 

Fuel . 

200 

- 

- 

- 

- 

Fired  labor - 

325 

- 

1,215 

101 

20.17 

July 

15 

Purchase  4  cows - 

625 

- 

- 

- 

- 

Feed - 

360 

- 

- 

- 

- 

Fencing - 

350 

- 

- 

- 

- 

Interest  on  real 

estate  mortgage - 

250 

- 

2,800 

5 

2.30 

July 

20 

Sale  of  15  hogs - 

- 

$515 

2,285 

26 

9.77 

Aug. 

15 

Taxes - 

250 

- 

2,535 

21 

8.75 

Sept 

5 

Hired  labor - 

450 

- 

2,985 

96 

47.11 

Dec . 

10 

Sale  of  15  cattle - 

- 

2,550 

435 

10 

.72 

Pec . 

20 

Sale  of  wheat - 

435 

" 

“ 

“ 

Total - 

$3,500 

$3,500 

- 

- 

- 

Dec . 

20 

Total  amount  of 

interest  paid - 

(1) 

- 

$95.46 

1ln  addition  to  Interest  most  associations  also  charge  loan  service  fees  to  cover  Incidental 
costs  Incurred  In  making  and  supervising  loans. 
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uses  part  of  the  loan  for  capital 
purposes--such  as  buying  machin¬ 
ery,  foundation  livestock,  or  im¬ 
proving  land  and  buildings- -it  is 
often  anticipated  that  a  portion  of 
the  loan  will  need  to  be  renewed  at 
the  time  the  loan  is  made.  Also,  in 
some  cases,  when  the  loan  is  for 
capital  purposes,  the  borrower 
prefers  that  the  maturity  of  the 
loan  be  longer  than  1  year.  In 
such  cases,  production  credit 
associations  are  authorized  to 
make  the  original  loan  for  a  period 
up  to  5  years,  with  specified  re¬ 
quired  payments  each  year.  The 
Federal  intermediate  credit  banks 
are  authorized  to  discount  such 
loans. 

Farmers  pay  interest  at  rates 
based  on  the  discount  rate  of  the 
Federal  intermediate  credit  bank 
of  their  district  and  the  cost  of 
operating  their  production  credit 
association. 

Members  Elect  Board 

As  in  national  farm  loan  asso¬ 
ciations,  members  of  a  production 
credit  association  elect  their  own 
board  of  directors  from  among 
their  own  members.  This  board 
determines  local  policies  and 
hires  a  secretary-treasurer  to 
carry  out  its  policies  and  conduct 
the  day-to-day  affairs  of  their 
credit  cooperative. 

About  480,000  farmers  and 
ranchers  are  members  of  the  497 
production  credit  associations  in 
the  continental  United  States  and 
Puerto  Rico.  Of  this  number, 
about  250,000  currently  have  loans 
from  the  associations. 

Federal  Intermediate 
Credit  Banks 

The  12  Federal  intermediate 
credit  banks  were  created  by  the 


Agricultural  Credits  Act  of  1923. 
These  banks  do  not  make  loans 
directly  to  farmers.  They  operate 
as  banks  of  discount  and  are  now 
also  responsible  for  supervising 
and  assisting  the  production  credit 
associations. 

Farmers,  through  the  inter¬ 
mediate  credit  banks,  have  access 
to  investment  markets  in  the  large 
money  centers.  The  banks  sell 
short-term  bonds,  known  as  de¬ 
bentures,  to  the  investing  public, 
usually  with  terms  of  less  than  one 
year.  The  debentures  are  not 
guaranteed  by  the  Government. 

The  banks  use  the  proceeds 
from  the  sale  of  these  securities 
to  purchase  and  discount  notes  of 
farmer-borrowers  of  production 
credit  associations,  national  or 
state  banks,  trust  companies, 
agricultural  credit  corporations, 
and  livestock  loan  companies. 

The  intermediate  credit  banks 
also  make  loans  to  the  banks  for 
cooperatives. 

The  discount  rate  fluctuates 
depending  on  the  rate  the  banks 
have  to  pay  on  their  debentures. 
Their  spread- -the  difference  be¬ 
tween  the  rate  they  pay  and  the 
rate  they  charge — is  usually  a 
fraction  of  one  percent.  It  is  used 
to  pay  the  banks'  operating  expenses 
and  build  reserves. 

Corporations  Merged  With 
Credit  Banks 

As  already  mentioned,  on  Jan¬ 
uary  1,  1957,  each  of  the  12  pro¬ 
duction  credit  corporations  was 
merged  with  the  Federal  inter¬ 
mediate  credit  bank  of  that  dis¬ 
trict.  The  new  merged  institutions 
are  called  the  Federal  intermediate 
credit  banks.  As  a  result  of  these 
mergers,  the  new  Federal  inter¬ 
mediate  credit  banks  assumed 
most  of  the  functions  of  the  former 
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production  credit  corporations, 
which  include  supervision  of  the 
production  credit  associations. 

Farmers  to  Own  Intermediate 
Credit  Banks 

The  legislation  under  which 
these  two  institutions  were  merged 
also  provides  for  the  purchase  of 
the  Federal  intermediate  credit 
banks  by  the  production  credit 
associations.  Prior  to  January  1, 
1957,  both  the  production  credit 
corporations  and  the  Federal  in¬ 
termediate  credit  banks  were 
entirely  Government  owned.  On 
that  date  the  production  credit 
associations  purchased  their  first 
stock  of  the  new  Federal  inter¬ 
mediate  credit  banks,  amounting 
to  $4,370,000. 

On  January  1  of  each  of  the 
next  2  years  the  production  credit 
associations  will  make  similar 
purchases  of  capital  stock.  They 
will  also  gradually  acquire  addi¬ 
tional  investments  in  the  Federal 
intermediate  credit  banks  out  of 
earnings  of  the  banks  which  will 
be  paid  to  the  associations  in  the 
*  form  of  patronage  refunds  in 
capital  stock.  As  the  production 
credit  associations  gradually 
accumulate  stock  ownership  in  the 
banks,  the  Government  capital  will 
be  repaid. 

Banks  for  Cooperatives 

The  Farm  Credit  Act  of  1933 
authorized  the  organization  of  13 
banks  for  cooperatives,  one  in 
each  of  the  12  Farm  Credit  dis¬ 
tricts,  and  a  Central  Bank  for 
Cooperatives  located  in  Wash¬ 
ington,  D.  C.  Eligible  cooperatives 
engaged  in  marketing  agricultural 
products,  purchasing  farm  sup¬ 
plies,  and  furnishing  farm  busi¬ 
ness  services,  can  obtain  loans 


from  each  of  the  12  district  banks 
for  cooperatives.  Although  under 
the  law  cooperatives  of  national  or 
broad  regional  scope  can,  under 
certain  conditions,  borrow  from 
the  Central  Bank  for  Cooperatives, 
its  chief  function  is  to  participate 
with  the  district  banks  in  the 
larger  loans  and  to  make  loans  to 
the  district  banks. 

Types  of  Loans 

Cooperatives  can  obtain  three 
types  of  loans  from  the  banks  for 
cooperatives:  (1)  short-term 

commodity  loans,  secured  by  first 
liens  on  farm  products  or  supplies; 
(2)  short-  or  medium-term  oper¬ 
ating  capital  loans,  either  secured 
or  unsecured,  to  supplement  the 
borrowing  cooperative’s  working 
capital;  and  (3)  facility  loans,  to 
assist  them  in  financing  or  re¬ 
financing  the  cost  of  construction, 
purchase  or  lease  of  land,  build¬ 
ings,  equipment  or  other  physical 
facilities.  Facility  loans  are  made 
on  a  secured  basis. 

Loans  to  cooperatives  are 
generally  for  periods  of  10  years 
or  less.  They  may  be  made  up  to 
60  percent  of  the  appraised  value 
of  the  security,  but  usually  it  is 
wise  for  the  members  of  the  coop¬ 
eratives  to  have  a  larger  equity. 

Farmer  cooperatives  pay  rates 
of  interest  determined  by  the  bank 
for  cooperatives  board  of  direc¬ 
tors  and  approved  by  the  Farm 
Credit  Administration.  These  rates 
may  not  exceed  6  percent  per 
annum.  The  rates  vary  by  banks. 
In  determining  rates,  the  cost  of 
both  borrowings  and  that  of  funds 
obtained  by  selling  debentures  to 
investors  as  well  as  the  cost  of 
operating  the  banks  are  considered. 

Cooperatives  own  part  of  the 
capital  of  each  bank  for  coopera¬ 
tives  and  it  is  contemplated  that 
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they  will  eventually  completely  own 
the  banks  for  cooperatives.  Most 
of  the  capital  of  the  banks  for 
cooperatives,  however,  is  still 
owned  by  the  Government.  From 
organization  to  December  31,  1955, 
borrowers  of  the  banks  for  coop¬ 
eratives  were  required  by  law  to 
own  capital  stock  of  the  bank  equal 
to  approximately  5  percent  (1  per¬ 
cent  for  commodity  loans)  of  the 
amount  of  their  loans  at  the  time 
the  loan  was  made.  Upon  repay¬ 
ment  of  the  loan,  borrowers  had 
the  right  to  have  their  stock  retired. 

Cooperatives  Convert  Stock 

Farmers’  cooperatives,  which 
were  stockholders,  by  the  Farm 
Credit  Act  of  1955  were  given  an 
opportunity  to  convert  their  stock 
to  new  Class  B  and  Class  C  stock. 
They  also  can  convert  their  loans 
to  conform  to  the  provisions  of 
the  Act  whereby  they  would  agree 
to  make  regular  purchases  of 
Class  C  stock  based  on  the  amount 
of  their  interest  payments. 

Farmers’  cooperatives  acquire 
Class  C  stock  in  the  banks  for 
cooperatives  (1)  by  purchasing  at 
least  one  qualifying  (voting)  share, 
(2)  by  investing  regularly  in  such 
stock  a  certain  required  percentage 
(from  10  to  25)  of  the  amount  of 
interest  they  pay  on  their  loans 
from  the  bank,  and  (3)  through 
patropage  refunds  paid  in  the  form 
of  such  stock. 

Most  of  the  borrowing  cooper¬ 
atives  which  had  loans  from  the 
banks  for  cooperatives  on  the 
effective  date  of  the  Act  (Janu¬ 
ary  1,  1956)  have  converted  their 
loans  to  the  new  basis,  and  are 
now  investing  regularly  in  Class  C 
stock  of  the  banks  in  relation  to 
the  interest  payments  on  their  loans. 

Each  year  Government  capital 
is  retired  in  an  amount, '  with 


certain  exceptions,  at  least  equal 
to  the  Class  C  stock  issued  for 
that  year.  As  Government  capital 
is  retired,  the  funds  are  paid  into 
the  revolving  fund.  Also  the  funds 
obtained  from  the  sale  of  Class  B 
(investment)  stock  may  be  used  to 
retire  additional  Government  cap¬ 
ital.  The  Class  B  stock  is  eligible 
for  dividends.  The  dividend  rate 
cannot  exceed  4  percent. 

After  all  the  Government  owned 
stock  has  been  retired,  the  banks 
may  start  to  call  the  oldest  Class 
B  and  Class  C  stock  for  repay¬ 
ment. 

The  surplus  of  about  $90  mil¬ 
lion  which  was  built  up  before  the 
effective  date  of  the  Act,  Janu¬ 
ary  1,  1956,  became  permanent 
capital  of  the  banks. 

The  new  additions  to  surplus 
and  reserves  will  be  allocated  to 
the  borrowing  cooperatives  in 
proportion  to  interest  they  pay. 
When  the  accumulated  surplus 
exceeds  the  legal  amount  required, 
the  banks  may  issue  additional 
Class  C  stock  to  cooperatives  for 
the  oldest  allocations  of  surplus. 

Thus  the  banks  will  eventually 
be  on  a  revolving  capital  plan 
similar  to  that  used  by  many  other 
types  of  cooperatives. 

Central  Bank  for  Cooperatives 

Under  the  provisions  of  the 
Farm  Credit  Act  of  1955  (effective 
January  1,  1956),  the  functions 
and  organization  of  the  Central  Bank 
for  Cooperatives  were  changed. 
Since  that  date  the  Central  Bank 
makes  loans  directly  to  coopera¬ 
tive  associations  “only  in  cases 
where  it  is  not  practicable  for  the 
loan  to  be  made  by  a  regional 
bank.”  It  now  serves  the  credit 
needs  of  cooperatives  primarily 
by  making  loans  to  the  district 
banks  for  cooperatives  and 
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participates  with  the  district  banks 
in  making  loans  to  cooperatives. 

The  same  general  principles 
with  respect  to  the  ultimate  ac¬ 
complishment  of  member  owner¬ 
ship  apply  to  the  Central  Bank 
for  Cooperatives  as  apply  to  the 
district  banks  for  cooperatives. 

The  Board  of  Directors  of  the 
Central  Bank  for  Cooperatives 
consists  of  seven  members.  Three 


of  these  members  are  elected  by 
farmer  cooperatives  and  the  dis¬ 
trict  banks  for  cooperatives.  The 
other  four  members  are  appointed 
by  the  Governor  of  the  Farm  Credit 
Administration.  Three  of  these 
appointed  directors  are  subject  to 
being  succeeded  by  elected  direc¬ 
tors  when  the  Government  capital 
in  the  bank  is  reduced  below  a 
specified  point. 


Progress  Toward  Member  Ownership 

A  fundamental  principle  of  the  Cooperative  Farm  Credit  System  is 
to  encourage  and  develop  cooperative  lending  institutions  with  farmer 
ownership  as  the  ultimate  objective.  Substantial  progress  has  been 
made  in  this  respect. 


Government  Capital  Repaid 

The  Federal  land  banks  were 
originally  capitalized  by  the  Fed¬ 
eral  Government.  These  banks 
became  fully  owned  by  national 
farm  loan  associations  in  1947. 
Since  the  associations  have  always 
been  entirely  owned  by  farmer- 
members,  the  land  banks  are  thus 
actually  owned  by  the  farmers  who 
use  the  system.  The  banks  have 
repaid  to  the  Government  all  of 
the  initial  capital  provided  under 
the  provisions  of  the  Federal  Farm 
Loan  Act  of  1916  and  the  additional 
capital  stock  of  $125  million  and 
paid-in  surplus  of  $189  million 
provided  during  the  severe  de¬ 
pression  of  the  early  1930’s. 

The  wholly  Government  owned 
production  credit  corporations 
(merged  January  1,  1957,  with  the 
Federal  intermediate  credit  banks) 
provided  the  initial  capital  of  the 
production  credit  associations  by 
purchasing  association  stock  with 
funds  available  from  the  corpora¬ 
tions’  capital  fund  provided  by  the 
Government.  This  investment  in 
stock  of  the  associations  has  been 
greatly  reduced. 


In  1933  and  1934,  the  Govern¬ 
ment  made  available  $120  million 
to  the  12  production  credit  corpora¬ 
tions  (merged  on  January  1,  1957, 
with  the  Federal  intermediate 
credit  banks).  Of  this  total,  $90 
million  was  used  to  purchase 
capital  stock  in  the  newly  organized 
production  credit  associations. 

Most  PCA's  Member-owned 

As  of  February  1,  1957,  a  total 
of  456  out  of  497  production  credit 
associations  were  completely 
member-owned.  The  others  have 
retired  most  of  their  Government 
capital.  It  is  intended  that  all 
capital  originally  provided  by  the 
Government  will  ultimately  be 
fully  retired  and  all  associations 
will  be  wholly  owned  by  their  mem¬ 
bers.  On  January  1,  1957,  the 
Government  capital  in  the  associa¬ 
tions  was  about  $1.8  million  com¬ 
pared  to  a  peak  of  $90  million 
shortly  after  they  were  first 
organized. 

Most  of  the  associations  have 
become  completely  farmer-owned 
by  building  up  farmers’  investments 
in  the  associations  and  accumulating 
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reserves  from  earnings.  Farmers 
who  borrow  from  the  production 
credit  associations  are  required 
to  own  capital  stock  in  the  asso¬ 
ciation  equivalent  to  5  percent  of 
their  loans.  Many  farmers  have 
purchased  more  than  the  required 
amount  of  stock. 

The  Federal  Farm  Credit 
Board  was  required  by  the  Farm 
Credit  Act  of  1953  to  devise  ways 
and  means  of  carrying  out  the 
policy  of  Congress  of  increasing 
borrower  participation  in  the 
management,  control  and  ultimate 
ownership  of  the  cooperative  Farm 
Credit  System  so  that  the  invest¬ 
ment  of  the  United  States  would  be 
gradually  retired. 

In  accordance  with  this  man¬ 
date  from  Congress,  the  Federal 
Farm  Credit  Board  recommended 
methods  for  accomplishing  greater 
farm  ownership  and  control. 

Organization  of  the 


These  recommendations  were 
implemented  by  two  subsequent 
acts  of  Congress — the  Farm  Credit 
Acts  of  1955  and  1956. 

The  Act  of  1955  provided  for 
cooperatives,  that  use  the  banks 
for  cooperatives,  to  build  up  their 
ownership  of  stock  in  the  banks 
and  to  gradually  repay  Govern¬ 
ment  capital.  The  banks  will 
ultimately  be  completely  owned  by 
the  cooperatives  which  use  them. 

The  Farm  Credit  Act  of  1956 
provided  for  the  merger  of  the 
production  credit  corporation 
with  the  Federal  intermediate 
credit  bank  in  each  district,  both 
of  which  were  wholly  Government 
owned.  It  also  provided  for  pro¬ 
duction  credit  associations  to 
gradually  build  up  their  ownership 
of  capital  in  the  merged  institu¬ 
tions  and  the  eventual  retirement 
of  all  Government  capital. 

Farm  Credit  System 


THE  Cooperative  Farm  Credit  System  is  supervised  by  the  Farm 
Credit  Administration,  an  independent  agency  of  the  Federal 
Government.  In  each  of  the  12  Farm  Credit  districts,  located  at  the 
same  point,  are  a  Federal  land  bank,  a  Federal  intermediate  credit 
bank,  and  a  bank  for  cooperatives.  The  Central  Bank  for  Cooperatives 
is  located  in  Washington,  D.  C. 


Board  Sets  Policies 

The  Farm  Credit  Administra¬ 
tion,  located  in  Washington,  D.  C., 
operates  under  policies  estab¬ 
lished  by  a  13-member  Federal 
Farm  Credit  Board.  Twelve  of 
these  Board  members  are  ap¬ 
pointed  for  6  year  terms,  by  the 
President  of  the  United  States,  one 
from  each  of  the  12  Farm  Credit 
districts.  Except  in  the  case  of 
death  or  resignation  of  a  Board 
member,  not  more  than  two 
vacancies  on  the  Board  occur  each 
year.  In  making  the  appointment 
from  each  district,  the  President 


considers  persons  who  are  nomi¬ 
nated  --  one  each  by  the  national 
farm  loan  associations,  the  pro¬ 
duction  credit  associations,  and 
the  cooperatives  which  are  bor¬ 
rowers  from  the  bank  for  cooper¬ 
atives.  The  thirteenth  member  of 
the  Board  is  appointed  by  the 
Secretary  of  Agriculture  as  his 
representative  and  serves  at  his 
pleasure. 

District  Organization 

In  each  of  the  12  Farm  Credit 
districts,  the  Federal  land  bank, 
the  Federal  intermediate  credit 
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bank,  and  the  bank  for  cooperatives 
serve  the  same  designated  ter¬ 
ritory  which  consists  of  one  or 
more  States.  The  district  Farm 
Credit  board  serves  as  a  board 
of  directors  for  each  of  these 
three  institutions.  There  are 
seven  members  on  each  district 
Farm  Credit  board. 

Under  present  circumstances, 
the  national  farm  loan  associations 
and  the  production  credit  associa¬ 
tions  elect  two  members  each  to 
the  district  Farm  Credit  board. 
The  cooperatives  borrowing  from 
the  bank  for  cooperatives  elect 
one  member,  but  may  elect  a 
second  member  when  they  meet 
certain  requirements  with  respect 
to  ownership  of  the  capital  stock  of 
their  respective  bank  for  cooper¬ 
atives.  The  other  two  members 
of  a  district  board  are  appointed 
by  the  Governor  of  the  Farm 
Credit  Administration  with  the 
advice  and  consent  of  the  Federal 
Farm  Credit  Board. 

Washington  Office 

All  policies  of  the  Farm  Credit 
Administration  under  existing  law 
are  determined  by  the  Federal 
Farm  Credit  Board.  The  Board 
appoints  £  Governor  to  administer 
the  affairs  of  the  Farm  Credit 
Administration  in  accordance  with 
its  policies. 

The  Farm  Credit  Administra¬ 
tion’s  central  office  is  divided  into 
three  major  operating  divisions 
called  “Services.”  The  Land  Bank 
Service  has  the  responsibility  for 
supervision  of  the  Federal  land 


banks  and  national  farm  loan  asso¬ 
ciations;  the  Short-Term  Credit 
Service  supervises  the  Federal 
intermediate  credit  banks  and  pro¬ 
duction  credit  associations;  and  the 
Cooperative  Bank  Service  super¬ 
vises  the  banks  for  cooperatives. 

These  divisions  maintain  a 
continuous  review  of  the  fiscal, 
financial,  and  credit  operations 
of  the  respective  institutions. 
They  advise  the  Governor  in  re¬ 
gard  to  his  responsibility  for 
authorizing  the  sales  of  bonds  and 
debentures,  and  they  are  generally 
responsible  for  reviewing  the 
work  in  the  field  as  a  basis  for 
carrying  out  responsibilities  of 
the  Farm  Credit  Administration 
as  required  by  law. 

Another  important  part  of  the 
supervisory  functions  of  the  Farm 
Credit  Administration  is  per¬ 
formed  by  the  Examination  Divi¬ 
sion,  which  is  charged  with  the 
responsibility  of  examining,  at 
least  annually,  all  of  the  banks  and 
all  of  the  associations  of  the  Farm 
Credit  System.  This  function  is 
very  similar  to  that  performed  by 
public  accounting  firms  in  auditing 
the  books  of  private  corporations 
and  by  national  bank  examiners’ 
audits  of  national  banks. 

Other  divisions  in  the  Wash¬ 
ington  office  provide  necessary 
services  for  the  field  organiza¬ 
tions  and  for  the  use  of  the  oper¬ 
ating  divisions  which  have  been 
mentioned. 

All  expenses  of  the  Farm 
Credit  Administration  are  assessed 
against  the  credit  institutions 
which  they  supervise. 
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Government  and  Farmer  Owned  Capital  and  Distribution 
of  Earnings  in  Cooperative  Farm  Credit  System3 
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PUBLICATIONS  OF  THE 
FARM  CREDIT  ADMINISTRATION 


The  following  are  some  of  the  publications  on  credit  and  its  use  available  from  the 
Research  and  Information  Division,  Farm  Credit  Administration,  Washington  25,  D.  C. 


General 


Agricultural  Financing  Through  the  Farm  Credit  Administration,  Circular  5. 
Using  Credit  to  Farm,  Circular  E-31. 

The  Federal  Intermediate  Credit  Banks,  Circular  7. 

Getting  and  Using  Farm  Credit,  E-41. 

Annual  Report  of  the  Farm  Credit  Administration 

Financing  Farm  Adjustments  in  the  Southern  Piedmont,  Bulletin  CR-7. 
Farmers’  Need  for  Intermediate  Term  Credit,  Bulletin  CR-6. 


Farm  Mortgage  Credit 


The  Federal  Land  Bank  System  -  How  it  Operates,  Circular  35. 

Federal  Land  Bank  Loans  Made  through  Farmers’  Cooperative  National  Farm  Loan 
Associations,  Circular  1. 

Using  Your  National  Farm  Loan  Association  -  Circular  E-16. 

Appraising  Your  Farm,  Circular  13. 

Paying  for  a  Farm,  Circular  E-30. 


Production  Credit 

Using  Your  Production  Credit  Association,  Circular  E-17. 
Loans  from  Production  Credit  Associations,  Circular  3. 


Credit  for  Cooperatives 

Loans  to  Farmers’  Cooperatives,  Circular  6. 

Cooperative  Business  Association  Loans,  Circular  E-2. 
Organizing  a  Farmers’  Cooperative,  Circular  C-108. 
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AN  INTRODUCTION 


The  basic  function  of  the  cooperative  Farm  Credit  System 
is  to  provide  credit  services  geared  to  the  specialized 
needs  of  American  agriculture. 

Technological  and  scientific  advances,  implemented  by 
increasing  substitution  of  capital  for  labor  on  our  farms  and 
ranches,  makes  the  production  of  food  and  fiber  continually 
more  efficient. 

The  result  of  these  dynamic  changes  is  an  ever-increasing 
need  for  capital  and  credit.  Agriculture  in  the  United  States 
has  assets  valued  at  $281  billion.  An  average  of  over 
$45,000  of  capital  is  required  for  each  farm  worker,  more 
than  twice  that  required  for  each  worker  in  a  manufacturing 
industry. 

Like  many  other  businessmen,  farmers  and  ranchers  cannot 
generate  capital  fast  enough  from  their  savings  to  provide 
all  the  money  they  need.  To  make  improvements,  buy  equip¬ 
ment  and  machinery,  expand  operations  and  meet  expenses 
they  must  make  wide  use  of  credit. 

Farmers  and  ranchers  are  currently  using  almost  $50 
billion  of  credit.  Their  marketing,  purchasing  and  business 
service  cooperatives  are  using  an  estimated  $2.5  billion. 
The  cooperative  Farm  Credit  System  is  providing  over  20% 
of  this  money,  or  about  $11  billion. 

The  System  is  comprised  of  37  Federally  chartered  banks 
and  over  1,100  affiliated  local  credit  associations.  They 
are  supervised  by  the  Farm  Credit  Administration,  an  inde¬ 
pendent  agency  in  the  Executive  Branch  of  the  U.S.  Govern¬ 
ment,  which  operates  under  policies  established  by  a 
13-member  part-time  Federal  Farm  Credit  Board. 

Most  of  the  System’s  lending  funds  are  obtained  through 
the  sale  of  securities  to  investors.  Some  funds,  however, 
come  from  accumulated  net  worth  and  short-term  loans  from 
commercial  banks  obtained  between  the  sale  of  securities. 

Because  they  are  cooperatively  organized  and  operated, 
the  banks  and  associations  of  the  System  make  every  effort 
to  adapt  loan  terms  to  fit  the  needs  and  repayment  capacity 
of  the  individual  borrower. 
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The  System  serves  as  a  pacesetter  in  the  field  of  agri¬ 
cultural  credit.  It  tends  to  act  as  a  yardstick  by  which 
interest  rates,  loan  terms  and  other  services  are  measured. 
Consequently,  even  those  farmers,  ranchers  and  coopera¬ 
tives  that  borrow  from  other  lenders  benefit  from  the  exist¬ 
ence  of  the  System. 

Farmers  also  borrow  from  commercial  banks,  insurance 
companies,  merchants,  dealers  and  private  individuals. 
Some  of  those  who  cannot  qualify  for  loans  from  other 
sources  may  be  eligible  to  borrow  from  the  Farmers  Home 
Administration,  a  Government  agency  serving  farmers. 

The  Farm  Credit  System  provides  a  well-rounded  credit 
service  for  farmers  and  their  cooperatives.  Through  the 
facilities  of  the  System,  farmers  can  finance  the  ownership 
of  farms  and  farmland,  the  production  costs  of  crops  and 
livestock,  the  purchase  of  farm  supplies  and  many  other 
expenses.  Their  cooperatives  can  obtain  money  for  build¬ 
ing,  expansion  and  related  capital  improvements,  as  well 
as  for  operating  and  other  expenses. 

This  credit  is  made  available  through  three  sets  of  organi¬ 
zations.  These  are  the  Federal  land  banks  and  Federal 
land  bank  associations,  Federal  intermediate  credit  banks 
and  production  credit  associations,  and  banks  for  coopera¬ 
tives. 

THE  LAND  BANK  SYSTEM 

The  12  Federal  land  banks  are  designed  to  provide  long¬ 
term  mortgage  credit  on  terms  adapted  to  the  needs  of 
farmers.  Farmers  use  these  loans  to  purchase  farm  land, 
equipment  and  livestock;  refinance  existing  mortgages  and 
pay  other  debts;  construct  and  repair  buildings;  and  finance 
other  farm  and  family  needs.  These  loans  are  obtained 
through  local,  farmer-owned  Federal  land  bank  associations. 
There  are  some  700  of  these  associations  throughout  the 
country  with  nearly  400,000  members. 

The  sale  of  Federal  land  bank  bonds  to  investors  in  the 
regular  money  market  is  the  chief  means  of  obtaining  lend¬ 
ing  funds.  These  bonds  are  the  joint  obligations  of  the  12 
banks  and  are  secured  by  first  mortgages  on  farms.  The 
farmers’  notes  and  related  mortgages  are  deposited  and 
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pledged  with  the  farm  loan  registrars  for  the  respective 
Farm  Credit  districts.  The  bonds  are  not  guaranteed  by  the 
Government  in  any  way. 

Each  farmer  who  borrows,  purchases  capital  stock  in  the 
local  Federal  land  bank  association  amounting  to  at  least 
five  percent  of  the  loan.  The  association  buys  an  equal 
amount  of  stock  in  the  land  bank.  The  stock  is  redeemed 
when  the  loan  is  completely  repaid. 

Farmers  usually  agree  to  make  payments  on  the  principal 
of  their  loans  with  each  regular  payment  of  interest.  These 
payments  are  scheduled  to  repay  the  debt  over  a  period  of 
time  that  best  suits  the  farmers’  needs.  This  repayment 
period  may  range  from  five  to  40  years.  However,  any  part 
or  all  of  the  loan  may  be  repaid  ahead  of  schedule  with  no 
penalty.  Future  payment  funds  may  also  be  built  up  with 
the  banks  to  meet  later  installments.  The  bank  pays 
interest  on  the  money  the  farmer  has  in  his  future  payment 
fund. 

In  some  cases,  the  repayment  of  the  principal  amount  of 
the  loan  may  be  deferred  in  the  early  years  in  order  to  give 
the  farmer  an  opportunity  to  build  up  his  farm  business. 

Farmers  may  borrow  up  to  65  percent  of  the  appraised 
normal  value  of  their  property,  plus  the  value  of  the  associ¬ 
ation’s  stock  they  are  required  to  buy  in  connection  with 
their  loans.  The  normal  value  is  that  value  which  duly 
reflects  dependable  farm  income  from  the  property,  home 
advantages,  other  dependable  income  available  to  the 
typical  owner,  and  prices  paid  informed  sellers  by  informed 
and  able  buyers  for  comparable  properties. 

If  a  land  bank  has  more  income  from  interest  and  other 
sources  than  it  needs  to  pay  the  cost  of  borrowed  money, 
operating  expenses,  and  to  build  adequate  reserves,  it  may 
pay  dividends  on  its  capital  stock  owned  by  Federal  land 
bank  associations.  The  associations  in  turn,  may  pay  divi¬ 
dends  to  their  member-borrowers.  The  associations  have 
paid  their  farmer  members  over  $117  million  in  such  divi¬ 
dends  since  July  1,  1943. 

Members  of  each  association  elect  their  own  board  of 
directors  from  among  their  fellow  members.  This  board 
determines  the  association’s  policies  and  hires  a  manager 
to  run  the  day-to-day  affairs  of  the  association.  He,  in 
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turn,  chooses  any  additional  employees  that  may  be  needed. 
In  some  cases,  two  or  more  associations  have  the  same 
office  and  manager. 


WHERE  U.  S.  FARMERS  BORROW 

Long-Term  Credit 
as  of  January  1, 1968 


Individuals  and  Others 
40.5% 


Insurance  Companies 
21.8% 


Commercial  Banks 
13.7% 


F  armer-Owned 
Federal  Land  Banks 
21.9% 


Federal  Government 
(Farmers  Home  Administration) 

2.1% 
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PRODUCTION  CREDIT 


Farmers  and  ranchers  obtain  short  and  intermediate-term 
credit  from  local  production  credit  associations.  These 
associations  get  most  of  their  loan  funds  by  pledging  mem¬ 
bers’  notes  as  security  for  funds  obtained  from  the  Federal 
intermediate  credit  bank  in  their  Farm  Credit  District. 

Farmers  borrow  from  their  production  credit  associations 
at  reasonable  cost  and  on  terms  suited  to  their  specialized 
needs. 

Most  loans  made  for  production  purposes,  such  as  meeting 
current  farm  operating  expenses,  are  written  to  mature 
within  a  year.  However,  loans  made  for  capital  purposes, 
such  as  buying  machinery,  equipment,  livestock  or  improv¬ 
ing  land  and  buildings,  may  be  written  for  periods  up  to 
seven  years.  Such  loans  have  scheduled  repayments  each 
year. 

A  farmer  obtains  a  loan  from  the  PCA  serving  the  area  in 
which  his  farm  is  located.  There  are  nearly  460  production 
credit  associations  throughout  the  country.  When  he  bor¬ 
rows  from  the  PCA,  the  farmer  becomes  a  member  by  buying 
Class  B  (voting)  stock  equal  to  at  least  five  percent  of  his 
loan.  He  can  borrow  for  any  agricultural  purpose,  including 
farm  family  living  expenses.  The  amount  of  money  a  farmer 
may  borrow  is  limited  only  by  the  strength  of  his  financial 
condition  and  what  the  association’s  loan  committee  feels 
he  can  repay  from  his  income. 

When  members  repay  their  loans,  they  usually  retain  their 
Class  B  voting  stock  so  they  can  use  it  again  when  they 
need  a  new  loan.  If  the  member  does  not  borrow  again 
within  two  years,  his  stock  is  converted  to  Class  A  (non¬ 
voting)  stock.  This  keeps  the  control  of  the  association 
in  the  hands  of  members  who  use  it.  Many  farmer-members 
have  purchased  additional  amounts  of  Class  A  stock  in 
order  to  provide  their  associations  with  sufficient  capital. 
However,  a  member  who  does  not  have  a  loan  outstanding, 
may  list  his  stock  for  sale  to  other  members  at  any  time. 

The  members  of  some  associations  have  adopted  equity 
reserve  plans  by  which  they  make  additional  investments 
in  their  associations  in  order  to  supply  the  capital  needed 
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to  support  the  associations’  rapidly  expanding  loan  busi¬ 
ness. 

Farmers  pay  interest  rates  based  on  the  discount  rate  of 
the  Federal  intermediate  credit  bank  of  their  district,  the 
cost  of  operating  their  PCA  and  the  building  of  necessary 
reserves. 

Many  members  use  their  association’s  “budget”  plan, 
which  is  an  example  of  how  PCAs  adapt  terms  to  their 
members’  individual  needs.  Under  these  plans,  a  member 
arranges  for  a  loan  large  enough  to  cover  his  financial 
needs  for  an  entire  season.  He  draws  the  money  as  he 
needs  it  and  repays  it  when  he  sells  his  farm  products. 
A  farmer  does  not  pay  interest  on  any  part  of  his  loan 
until  he  receives  the  money.  When  he  repays  any  part  of 
the  loan,  interest  charges  cease  on  the  amount  he  repays. 
On  a  PCA  loan,  the  farmer  pays  interest  on  each  dollar 
only  for  the  number  of  days  he  uses  it.  This  greatly  re¬ 
duces  costs  of  such  loans. 

As  in  the  land  bank  associations,  members  of  production 
credit  associations  elect  their  boards  of  directors  from 
among  themselves.  The  board  determines  local  policies 
and  hires  a  manager  to  carry  out  those  policies  and  conduct 
the  day-to-day  business  of  the  association. 

More  than  545,000  farmers  and  ranchers  are  members  of 
production  credit  associations.  Over  370,000  use  their 
associations  each  year,  borrowing  about  $6  billion  annually. 

The  12  Federal  intermediate  credit  banks  do  not  make 
loans  directly  to  individuals.  They  operate  as  banks  of 
discount  and  are  responsible  for  supervising  and  assisting 
the  production  credit  associations. 

Through  the  intermediate  credit  banks,  farmers  have 
access  to  funds  obtained  in  the  investment  markets  of  the 
Nation.  The  banks,  through  their  fiscal  agency,  sell  short¬ 
term  bonds  to  the  investing  public.  These  collateral  trust 
debentures  are  known  in  the  market  as  FIC’s  or  FICB’s 
and  usually  have  terms  of  less  than  one  year.  They  are 
not  guaranteed  by  the  Government. 

The  intermediate  credit  banks  use  the  proceeds  from  the 
sale  of  these  securities  to  purchase  notes  of  farmers  and 
ranchers.  Most  of  this  business  is  with  production  credit 
associations,  though  they  also  purchase  farmers’  notes 
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from  more  than  100  agricultural  credit  corporations,  live¬ 
stock  loan  companies  and  commercial  banks. 

The  discount  rates  of  the  intermediate  credit  banks  fluc¬ 
tuate  depending  on  the  rates  they  have  to  pay  on  their 
debentures.  Their  “spread”  —  the  difference  between  what 
they  pay  and  what  they  charge  --  is  usually  less  than  one 
percent. 


WHERE  TJ.  S.  FARMERS  BORROW 

Short  and  Intermediate-Term  Credit 
as  of  January  1,  1068 


Dealers  and  Individuals 
41.5% 


Commercial  Banks 
39.4% 


Production  Credit  Associations 
and  Intermediate  Credit  Banks 

15.7% 

Federal  Government 
(Farmers  Home  Administration) 

3.4% 


CREDIT  FOR  COOPERATIVES 


There  are  13  banks  for  cooperatives,  one  in  each  of  the  12 
Farm  Credit  districts  and  a  Central  Bank  for  Cooperatives 
in  Washington,  D.  C. 

Cooperatives  engaged  in  marketing  agricultural  products, 
purchasing  farm  supplies  or  furnishing  farm  business  serv¬ 
ices  obtain  loans  from  the  bank  for  cooperatives  in  the 
district  where  the  cooperative  is  located. 

The  Central  Bank  for  Cooperatives  participates  in  large 
loans  which  exceed  the  lending  limits  of  the  district  banks. 
The  Central  Bank  also  makes  loans  to  the  district  banks. 

The  banks  for  cooperatives  obtain  most  of  their  lending 
funds  by  selling  consolidated  debentures  to  private  inves¬ 
tors.  The  balance  of  their  lending  funds  come  from  short¬ 
term  loans  from  commercial  banks  or  from  their  own  net 
worth.  These  other  sources,  with  the  exception  of  their 
own  net  worth,  are  used  to  meet  peak  demands  between 
issues  of  debentures. 

Cooperatives  obtain  a  complete  credit  service  from  the 
banks  for  cooperatives.  Their  loans  may  be  for  short 
periods  to  meet  seasonal  needs,  for  periods  of  a  year  or 
more  to  provide  needed  working  capital  or  for  several 
years  to  finance  capital  improvements,  expansion  and  for 
such  items  as  buildings  and  equipment.  Loans  to  finance 
facilities  are  usually  made  on  a  secured  basis,  with  matu¬ 
rity  based  on  the  particular  needs  of  the  borrower  consid¬ 
ering  useful  life  of  the  facility  and  repayment  capacity- 

interest  rates  charged  by  the  banks  for  cooperatives  may 
vary  by  banks.  They  also  change  from  time  to  time.  The 
variations  in  interest  rates  are  due  primarily  to  changes  in 
the  cost  of  money  obtained  by  the  banks,  differences  in 
operating  costs  and  the  need  to  increase  reserves  and  build 
capital. 
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THE  FISCAL  AGENCY 


The  37  banks  of  the  Farm  Credit  System  --  12  Federal 
land  banks,  12  Federal  intermediate  credit  banks  and  13 
banks  for  cooperatives  —  jointly  employ  a  fiscal  agency  to 
arrange  the  marketing  of  their  bonds  and  debentures  to 
investors. 

The  fiscal  agency  maintains  offices  in  New  York  City  and 
markets  the  Farm  Credit  securities  through  securities  deal¬ 
ers  and  banks  throughout  the  country. 

The  agency  is  currently  selling  over  $9  billion  worth  of 
securities  a  year. 


WHERE  U  S.  FARMERS’ 
COOPERATIVES  BORROW 


Banks  and  Other 
Private  Sources 
21% 


Other  Cooperatives  and 
Members  of  Cooperatives 
21% 


13  Banks  for  Cooperatives 

58% 
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ORGANIZATION 


In  each  of  the  12  Farm  Credit  districts,  located  at  the 
same  point,  are  a  Federal  land  bank,  a  Federal  intermediate 
credit  bank  and  a  bank  for  cooperatives.  The  Central  Bank 
for  Cooperatives  is  located  in  Washington,  D.  C. 

The  district  banks  serve  the  same  territory  which  consists 
of  one  or  more  States.  The  district  Farm  Credit  board  also 
serves  as  the  board  of  directors  of  all  three  banks  in  the 
district.  Each  board  makes  policies  for  its  respective 
district  and  elects  the  banks’  officers  to  administer  them. 

The  Federal  land  bank  associations,  the  production  credit 
associations  and  the  cooperatives  that  use  the  banks  for 
cooperatives  elect  two  members  each  to  the  district  Farm 
Credit  board.  The  seventh  member  of  each  district  board 
is  appointed  by  the  Governor  of  the  Farm  Credit  Adminis¬ 
tration  with  the  advice  and  consent  of  the  Federal  Farm 
Credit  Board. 

The  board  of  directors  of  the  Central  Bank  for  Coopera¬ 
tives  consists  of  13  members.  The  boards  of  directors  of 
the  district  banks  elect  one  director  each  to  the  board  of 
the  Central  Bank.  The  thirteenth  member  is  appointed  by 
the  Governor  of  the  Farm  Credit  Administration  with  the 
advice  and  consent  of  the  Federal  Farm  Credit  Board. 

The  entire  cooperative  Farm  Credit  System  is  supervised 
by  the  Farm  Credit  Administration,  an  independent  agency 
of  the  Federal  Government. 


NATIONAL  POLICIES 

The  Farm  Credit  Administration,  which  is  also  located  in 
Washington,  D.  C.,  operates  under  Federal  laws  and  under 
policies  established  by  a  13-member  part-time  Federal  Farm 
Credit  Board.  Twelve  of  these  Board  members  are  appointed 
by  the  President  of  the  United  States  for  six-year  terms. 
There  is  one  Board  member  from  each  of  the  12  districts. 
Except  in  the  case  of  death  or  the  resignation  of  a  Board 
member,  only  two  vacancies  occur  each  year.  In  making  the 


11 


appointment  from  each  district,  the  President  considers 
persons  who  are  nominated  —  one  each  by  the  boards  of 
directors  of  the  Federal  land  bank  associations,  production 
credit  associations  and  the  cooperatives  which  are  stock¬ 
holders  in  the  banks  for  cooperatives.  The  13th  member  of 
the  Federal  Board  is  appointed  by  the  Secretary  of  Agri¬ 
culture  as  his  representative  and  serves  at  his  pleasure. 

The  Federal  Farm  Credit  Board  appoints  a  Governor  to 
administer  the  affairs  of  the  Farm  Credit  Administration  in 
accordance  with  its  policies. 


USE  OF  FARM  CREDIT  SYSTEM 
INCOME  DOLLAR,  1967 


- F CA-Examination  &  Supervision  0.5$ 

- Dividends  &  Patronage  Refunds  3.9 $ 

- Added  to  Net  Worth  Reserves  5.7$ 

- Provisions  for  Losses  3.5$ 

C  Operating  Expenses  &  Taxes  15.1$ 


Interest  on  Borrowed  Funds  71.3$ 
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FARM  CREDIT  ADMINISTRATION 


The  Farm  Credit  Administration  is  divided  into  three 
major  operating  divisions  called  “Services.”  The  Land 
Bank  Service  is  responsible  for  supervision  of  the  Federal 
land  banks  and  Federal  land  bank  associations;  the  Produc¬ 
tion  Credit  Service  supervises  the  Federal  intermediate 
credit  banks  and  production  credit  associations;  and  the 
Cooperative  Bank  Service  supervises  the  banks  for  coopera¬ 
tives. 

These  Services  maintain  a  continuous  review  of  the  fiscal, 
financial  and  credit  operations  of  the  respective  banks. 
They  advise  the  Governor  regarding  the  authorization  of  the 
of  the  sales  of  bonds  and  debentures,  and  they  are  respon¬ 
sible  for  reviewing  the  work  in  the  field  as  a  basis  for 
carrying  out  responsibilities  of  the  Farm  Credit  Admin¬ 
istration  as  required  by  law. 

Another  important  part  of  the  supervisory  functions  of  the 
Farm  Credit  Administration  is  performed  by  the  Examination 
Division.  It  is  responsible  for  examining  all  of  the  banks 
and  associations  of  the  System.  This  function  is  similar 
to  that  performed  by  public  accounting  firms  in  auditing  the 
books  of  private  corporations  or  by  national  bank  examiners 
in  reviewing  the  conditions  of  national  banks. 

Other  divisions  in  the  Washington  office  provide  the  nec¬ 
essary  support  services  for  the  field  organizations  and 
operating  divisions. 

The  operating  expenses  of  the  Farm  Credit  Administration 
are  assessed  against  the  banks  and  associations  which  it 
supervises. 
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How  Farmers  Share  in  Control  of 
Cooperative  Farm  Credit  System 


District  Farm  Credit  Board 
Determines  District  Policies  for  Federal 
Land  Bank,  Federal  Intermediate 
Credit  Bank,  Bank  for  Cooperatives 


Nominate 

Nominate 

Nominate 

One  Member 

One  Member 

One  Member 

for  Appointment 

for  Appointment 

for  Appointment 

Slllllllllllllllllllllllllllllll 
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Federal  Farm  Credit  Board-  President 
Considers  District  Nominations 
in  Making  Appointments. 
Board  Determines  National  Policy 

I 


APPOINTS 


I 
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Governor  of  the 

Farm  Credit  Administration  who 
Administers  the  Law 
and  Board's  Policies 
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FARMER  OWNERSHIP 


A  fundamental  principle  of  the  Farm  Credit  System  is  to 
encourage  and  develop  cooperative  lending  institutions  with 
complete  farmer  ownership  as  the  final  goal. 

The  Farm  Credit  Act  of  1953  provided  that  the  Federal 
Farm  Credit  Board  devise  ways  and  means  of  increasing 
borrower  participation  in  the  management,  control  and  com¬ 
plete  ownership  of  the  Farm  Credit  System  through  the 
ultimate  retirement  of  funds  initially  invested  in  the  System 
by  the  Government. 

In  accordance  with  this  mandate  from  Congress,  the  Fed¬ 
eral  Farm  Credit  Board  recommended  methods  for  achieving 
these  objectives. 

Their  recommendations  were  implemented  by  subsequent 
acts  of  Congress  and  considerable  progress  has  been  made. 

The  Federal  land  banks,  which  were  originally  capitalized 
by  the  Government,  have  been  fully  owned  by  the  Federal 
land  bank  associations  since  1947.  And  since  the  associ¬ 
ations  have  always  been  entirely  owned  by  their  members, 
the  banks  are  actually  owned  by  the  farmers  and  ranchers 
who  use  the  System. 

The  banks  repaid  the  Government  all  of  the  initial  capital 
provided  by  the  Federal  Farm  Loan  Act  of  1916,  plus  addi¬ 
tional  capital  stock  of  $125  million  and  paid-in  surplus  of 
$189  million  provided  during  the  depression  Of  the  1930’s. 

All  but  three  of  the  nearly  460  production  credit  associ¬ 
ations  are  now  completely  member-owned.  It  is  intended 
that  all  Government  capital  will  be  ultimately  retired  and 
all  associations  will  be  fully  owned  by  their  members. 
The  Government  capital  in  the  associations  is  now  only 
$730,000,  compared  with  a  peak  of  $90  million. 

Most  of  the  associations  have  achieved  farmer  ownership 
by  farmers  investing  in  capital  stock  and  by  the  accumu¬ 
lation  of  net  worth  reserves  from  earnings.  Many  farmers 
have  purchased  more  capital  stock  than  the  required  five 
percent  of  their  outstanding  loans. 

The  Federal  intermediate  credit  banks  were  entirely  owned 
by  the  Government  prior  to  1957.  Pursuant  to  the  Farm 
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Credit  Act  of  1956,  however,  the  production  credit  associ¬ 
ations  purchased  $13  million  of  Class  B  stock  in  the  banks. 
Since  that  time,  the  associations  have  acquired  an  addi¬ 
tional  $72  million  in  capital  stock  issued  to  them  by  the 
banks  as  patronage  refunds. 

Patronage  refunds  to  other  financing  institutions  are  paid 
in  the  form,  of  participation  certificates.  The  banks  have 
issued  and  outstanding  $4  million  of  such  certificates. 

Because  of  the  rapid  increase  in  farmers’  use  of  their 
production  credit  associations  and  the  resultant  demand  on 
the  Federal  intermediate  credit  banks  for  loan  funds,  the 
banks  have  been  unable  to  reduce  Government-owned  stock. 
Therefore,  in  1965  Congress  made  several  amendments  in 
the  laws  under  which  the  banks  operate. 

These  changes  are  expected  to  make  it  possible  for  the 
intermediate  credit  banks  to  retire  the  Government-owned 
capital  stock  in  the  banks  over  a  period  of  years,  princi¬ 
pally  out  of  the  accumulation  of  earnings  retained  by  the 
banks  and  additional  investments  in  capital  by  the  associ¬ 
ations.  When  all  Government  capital  has  been  retired,  all 
capital  stock  of  the  banks  will  be  owned  by  production 
credit  associations.  Because  the  associations  will  also 
be  owned  by  farmers,  this  will  eventually  lead  to  the  attain¬ 
ment  of  complete  farmer  ownership  of  the  System. 

Cooperatives  own  part  or  all  of  the  stock  in  each  bank  for 
cooperatives.  From  their  organization  until  January  1,  1956, 
cooperatives  borrowing  from  the  banks  were  required  to  own 
capital  stock  in  the  banks  equal  to  five  percent  of  their 
loans  (one  percent  for  loans  secured  by  commodities).  How¬ 
ever,  when  they  paid  off  their  loans,  they  had  the  privilege 
of  having  their  stock  cancelled  and  retired  by  the  banks. 

At  the  request  of  cooperatives,  Congress,  in  1955,  adopted 
a  plan  by  which  cooperatives  could  build  up  their  ownership 
of  stock  in  the  banks  and  gradually  repay  the  Government 
capital. 

By  July  1968,  eight  of  the  banks  for  cooperatives  had 
retired  all  of  their  Government-owned  stock  and  others 
anticipate  doing  so  in  the  near  future. 

The  plan  provides  that  farmer  cooperatives  acquire  Class 
C  stock  in  the  banks  for  cooperatives  by:  (1)  purchasing  at 
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least  one  qualifying  (voting)  share;  (2)  investing  regularly 
in  such  stock  a  certain  required  percentage  (from  10%  to 
25%)  of  the  amount  of  interest  they  pay  on  their  loans  from 
the  bank;  and  (3)  retention  of  patronage  refunds  paid  in 
stock. 

Each  year  Government  capital  is  retired  in  an  amount,  with 
certain  exceptions,  at  least  equal  to  the  Class  C  stock 
issued  for  that  year.  Funds  obtained  from  the  sale  of  Class 
B  (investment)  stock  may  also  be  used  to  retire  Government 
capital.  This  Class  B  stock  is  eligible  to  receive  divi¬ 
dends,  but  they  cannot  exceed  four  percent. 

After  all  the  Government-owned  stock  has  been  retired, 
the  banks  may  call  the  oldest  outstanding  Class  B  and 
Class  C  stock  for  retirement. 

The  surplus  of  some  $88  million  which  was  built  up  before 
the  effective  date  of  the  Act  of  1955  became  part  of  the 
permanent  capital  of  the  banks. 

The  new  additions  to  surplus  and  reserves  are  allocated 
to  the  borrowing  cooperatives  in  proportion  to  the  interest 
they  pay.  When  the  accumulated  net  worth  reserves  exceed 
the  legal  amount  required,  the  banks  may  issue  additional 
Class  C  stock  to  cooperatives  for  the  oldest  allocation  of 
surplus. 

Thus,  the  banks  are  operating  on  a  revolving  capital  plan 
similar  to  other  types  of  cooperatives.  Those  which  have 
repaid  all  their  Government  capital  have  returned  $5  million 
to  their  member  cooperatives  since  1965. 

As  a  result  of  the  operation  of  this  plan,  the  total  coopera¬ 
tive  investment  in  the  banks  has  increased  from  $21  million 
in  1955  to  about  $130  million.  In  addition,  surplus  amount¬ 
ing  to  about  $30  million  earned  since  January  1,  1956,  has 
been  allocated  to  the  cooperatives  using  the  banks.  This 
has  enabled  the  banks  to  reduce  the  Government-owned 
stock  from  a  peak  of  $178.5  million  to  $32  million. 

When  this  remaining  balance  has  been  repaid,  the  Central 
Bank  for  Cooperatives  will  be  owned  by  the  district  banks 
and  they,  in  turn,  will  be  owned  by  farmers  through  their 
cooperatives. 
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HISTORICAL  DEVELOPMENT 


The  Farm  Credit  System  began  in  1916  with  the  passage 
of  the  Federal  Farm  Loan  Act.  This  legislation  authorized 
the  establishment  of  the  12  Federal  land  banks  and  the 
local  Federal  land  bank  associations  through  which  land 
bank  loans  are  made. 

Prior  to  1916,  American  farmers  and  ranchers  had  no  long¬ 
term  mortgage  credit  system  which  could  adequately  fill 
their  needs.  They  had  to  use  credit  facilities  whose  terms 
were  primarily  suited  to  industry.  Insurance  companies 
tended  to  make  loans  in  areas  where  loans  were  large  and 
numerous.  Commercial  banks  had  to  limit  the  terms  of  their 
farm  mortgage  lending  because  of  their  obligation  to  keep 
their  depositors’  funds  invested  in  assets  readily  convert¬ 
ible  to  cash. 

Farmers  who  needed  credit  had  difficulty  in  finding  inves¬ 
tors  with  surplus  funds.  Most  of  the  investors  were  in  the 
large  cities  far  removed  from  farming  areas. 

When  conditions  were  poor,  money  for  loans  to  farmers  was 
in  short  supply.  The  only  loans  farmers  could  obtain  were 
for  short  periods  of  time,  usually  five  years  or  less.  If  the 
farmer  could  not  repay  the  entire  loan  when  due,  he  had  to 
arrange  for  renewal  or  refinancing.  This  usually  involved 
additional  charges.  In  times  of  financial  stress  a  borrower 
often  found  it  difficult,  if  not  impossible,  to  renew  or  refin¬ 
ance  his  loan  at  any  cost.  Then  he  was  faced  with  possible 
foreclosure. 

The  interest  rates  and  commissions  farmers  were  paying 
at  the  time  the  land  bank  system  was  established  varied 
considerably  by  states.  In  some  areas  they  were  paying 
interest  rates  that  averaged  over  ten  percent. 

The  Federal  Farm  Loan  Act  of  1916  was  the  first  effort  to 
make  available  a  credit  system  specifically  designed  to 
meet  the  needs  of  farmers.  It  represented  the  results  of 
long  study,  including  that  of  special  commissions  which 
went  to  Europe  to  observe  agricultural  credit  systems  there. 

The  Act  provided  for  obtaining  funds  to  make  loans  by 
authorizing  the  land  banks  to  sell  bonds  secured  by  first 
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mortgages  on  farms  to  private  investors.  By  pooling  mort¬ 
gages  and  issuing  bonds  in  this  way,  the  land  banks  en¬ 
abled  farmers  in  high  risk,  high  interest  rate  areas  far  away 
from  investment  markets  to  get  long-term  mortgage  loans  on 
a  basis  similar  to  those  available  to  farmers  located  in  more 
favorable  areas. 

The  need  for  better  production  credit  facilities  for  farmers 
soon  became  apparent.  The  terms  and  conditions  of  loans 
that  were  available  often  did  not  meet  their  needs.  Again, 
there  was  no  way  farmers  could  reach  the  investment  market 
for  operating  credit. 

Farmers  had  been  able  to  get  ample  credit  from  banks 
during  the  prosperous  World  War  I  period.  But  losses  which 
resulted  from  the  price  decline  of  farm  commodities  from 
1920-1923  caused  many  banks  to  call  in  their  loans  to  meet 
heavy  withdrawals  of  deposits.  When  this  occurred,  many 
farmers  suffered  even  heavier  losses  because  their  loans 
were  called  before  their  crops  and  livestock  were  ready  for 
market  and  during  a  time  when  prices  were  already  de¬ 
pressed. 

After  an  exhaustive  study  of  ways  in  which  farmers’  needs 
for  operating  capital  could  be  met,  Congress  in  1923  pro¬ 
vided  for  the  establishment  of  a  permanent  system  of  12 
Federal  intermediate  credit  banks.  These  banks  were  or¬ 
ganized  to  discount  or  purchase  short-term  notes  of  farmers 
and  ranchers  given  to  privately  capitalized  local  lending 
institutions.  These  institutions  included  commercial  banks, 
livestock  loan  companies  and  agricultural  credit  corpora¬ 
tions,  though  it  was  hoped  that  farmers  would  organize  their 
own  credit  organizations  to  discount  with  the  banks. 

Loan  funds  of  the  intermediate  credit  banks  are  obtained 
in  the  investment  market  by  selling  consolidated  collateral 
trust  debentures. 

However,  the  private  lending  agencies,  even  those  which 
discounted  their  loans  with  the  Federal  intermediate  credit 
banks,  were  unable  to  meet  all  the  short-term  credit  needs 
of  agriculture.  Many  livestock  loan  companies  and  agricul¬ 
tural  credit  corporations  failed  because  of  inadequate  capi¬ 
tal,  unsound  management,  lack  of  proper  supervision  or  for 
other  reasons.  Farmers  in  most  areas  were  unable  to  get 
enough  capital  to  establish  their  own  local  organizations  to 
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discount  with  the  intermediate  credit  banks.  Due  to  falling 
prices  and  declining  deposits,  many  banks  were  either  un¬ 
willing  or  unable  to  lend  money  to  farmers. 

An  executive  order  of  March  27,  1933,  created  the  Farm 
Credit  Administration  and  brought  the  land  bank  system  and 
intermediate  credit  banks  and  all  other  existing  Government 
agricultural  credit  programs  under  its  supervision. 

In  June  of  that  year,  Congress  passed  the  Farm  Credit  Act 
of  1933  which  authorized  farmers  to  organize  a  nationwide 
system  of  local  credit  cooperatives  --  production  credit 
associations  --  to  make  operating  credit  readily  accessible 
to  farmers  throughout  the  country.  The  Act  also  provided 
for  the  original  capital  of  the  associations  to  be  supplied 
by  the  Government,  with  farmers  gradually  providing  the 
capital  to  retire  the  Government-owned  stock.  The  produc¬ 
tion  credit  associations  are  the  retail  outlets  for  the  lend¬ 
ing  funds  that  are  available  at  wholesale  from  the  Federal 
intermediate  credit  banks.  These  associations  now  account 
for  over  95  percent  of  credit  extended  by  the  banks.  Other 
financing  institutions  make  up  the  remainder. 

The  Farm  Credit  Act  of  1933  also  provided  for  organizing 
the  13  banks  for  cooperatives  to  meet  the  specialized  credit 
needs  of  farmers’  purchasing,  marketing  and  service  coop¬ 
eratives.  Other  legislation  had  previously  provided  sources 
of  credit  for  farmers’  cooperatives,  but  the  need  for  a  more 
extensive  and  decentralized  lending  service,  in  whose 
ownership  and  control  the  borrowing  cooperatives  would 
participate,  became  apparent. 

Both  the  new  production  credit  associations  and  banks  for 
cooperatives  were  placed  under  the  Farm  Credit  Adminis¬ 
tration. 

Thus,  the  cooperative  Farm  Credit  System  was  designed 
and  organized  to  provide  credit  of  all  kinds  to  farmers  and 
their  cooperatives  with  a  sound  basis  for  such  credit  in 
periods  of  depressed  as  well  as  prosperous  conditions. 

It  is  an  excellent  example  of  how  people,  with  help  from 
their  Government,  can  help  themselves.  The  progress  which 
American  farmers  and  their  cooperatives  have  made  in 
building  and  owning  their  own  credit  system  attests  to 
this  fact. 
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AN  INTRODUCTION 


The  basic  function  of  the  cooperative  Farm  Credit  System 
is  to  provide  credit  services  geared  to  the  specialized  needs  of 
American  agriculture. 

Technological  and  scientific  advances,  implemented  by 
increasing  substitution  of  capital  for  labor  on  our  farms  and 
ranches,  make  the  production  of  food  and  fiber  continually 
more  efficient. 

The  result  of  these  dynamic  changes  is  an  ever-increasing 
need  for  capital  and  credit.  Agriculture  in  the  United  States 
has  assets  valued  at  nearly  $300  billion.  The  average  capital 
investment  required  for  each  farm  worker  is  more  than  twice 
that  required  for  each  worker  in  a  manufacturing  industry. 

Like  many  other  businessmen,  farmers  and  ranchers 
cannot  generate  capital  fast  enough  from  their  savings  to 
provide  all  the  money  they  need.  To  make  improvements,  buy 
equipment  and  machinery,  expand  operations  and  meet 
expenses  they  must  make  wide  use  of  credit. 

Farmers  and  ranchers  are  currently  using  more  than  $55 
billion  of  credit.  Their  marketing,  purchasing  and  business 
service  cooperatives  are  using  an  estimated  $2.5  billion.  The 
cooperative  Farm  Credit  System  is  providing  more  than  20 
percent  of  this  money,  or  about  $  1 2  billion. 

The  System  is  comprised  of  37  Banks  and  more  than 
1,100  Associations.  They  are  supervised  by  the  Farm  Credit 
Administration,  an  independent  agency  in  the  executive 
branch  of  the  U.  S.  government,  which  operates  under  policies 
established  by  a  13-member  part-time  Federal  Farm  Credit 
Board. 

Most  of  the  System’s  lending  funds  are  obtained  through 
the  sale  of  securities  to  investors.  Some  funds,  however  come 
from  accumulated  net  worth  and  short  term  loans  from 
commercial  banks  obtained  between  the  sale  of  securities. 

Because  they  are  farmer-owned  and  operated,  the  Banks 
and  Associations  of  the  System  make  every  effort  to  adapt 
loan  terms  to  fit  the  needs  and  repayment  capacity  of  the 
individual  borrower. 

The  System  serves  as  a  pacesetter  in  the  field  of 
agricultural  credit.  It  tends  to  act  as  a  yardstick  by  which 
interest  rates,  loan  terms  and  other  services  are  measured. 
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Consequently,  even  those  farmers,  ranchers  and  cooperatives 
that  borrow  from  other  lenders  benefit  from  the  existence  of 
the  System. 

Farmers  also  borrow  from  commercial  banks,  insurance 
companies,  merchants,  dealers  and  private  individuals.  Some  of 
those  who  cannot  qualify  for  loans  from  other  sources  may  be 
eligible  to  borrow  from  the  Farmers  Home  Administration,  a 
government  agency  serving  farmers. 

The  Farm  Credit  System  provides  a  complete  credit 
service  for  farmers  and  their  cooperatives.  Through  the 
facilities  of  the  System,  farmers  can  finance  the  ownership  of 
farms  and  farmland,  the  production  costs  of  crops  and 
livestock,  the  purchase  of  farm  supplies  and  many  other 
expenses.  Their  cooperatives  can  obtain  money  for  building, 
expansion  and  related  capital  improvements,  as  well  as  for 
operating  and  other  expenses. 

This  credit  is  made  available  through  three  sets  of 
organizations.  These  are  the  Federal  Land  Banks  and  Federal 
Land  Bank  Associations,  Federal  Intermediate  Credit  Banks 
and  Production  Credit  Associations,  and  Banks  for 
Cooperatives. 


THE  LAND  BANK  SYSTEM 

The  12  Federal  Land  Banks  are  designed  to  provide  long 
term  mortgage  credit  on  terms  adapted  to  the  needs  of 
farmers.  Farmers  use  these  loans  to  purchase  farms,  farmland, 
equipment  and  livestock;  refinance  existing  mortgages  and  pay 
other  debts;  construct  and  repair  buildings;  and  finance  other 
farm  and  family  needs.  These  loans  are  obtained  through  local, 
farmer-owned  Federal  Land  Bank  Associations.  There  are 
more  than  650  of  these  Associations  throughout  the  country 
with  nearly  400,000  members. 

The  sale  of  Federal  Land  Bank  bonds  to  investors  in  the 
regular  money  market  is  the  chief  means  of  obtaining  lending 
funds.  These  bonds  are  the  joint  obligations  of  the  1 2  Banks 
and  are  secured  by  first  mortgages  on  farms.  The  farmers’ 
notes  and  related  mortgages  are  deposited  and  pledged  with 
the  farm  loan  registrars  for  the  respective  Farm  Credit 
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districts.  The  bonds  are  not  guaranteed  by  the  government  in 
any  way. 

cacti  farmer  who  borrows,  purchases  capital  stock  in  the 
local  Land  Bank  Association  amounting  to  at  least  five  percent 
of  the  loan.  The  Association  buys  an  equal  amount  of  stock  in 
the  Land  Bank.  The  stock  is  redeemed  when  the  loan  is 
completely  repaid. 

Farmers  usually  agree  to  make  payments  on  the  principal 
of  their  loans  with  each  regular  payment  of  interest.  These 
payments  are  scheduled  to  repay  the  debt  over  a  period  of 
time  that  best  suits  the  needs  of  the  individual  farmer.  This 
repayment  period  may  range  from  five  to  40  years.  However, 
any  part  or  all  of  the  loan  may  be  repaid  ahead  of  schedule 
with  no  penalty.  Future  payment  funds  may  also  be  built  up 
with  the  Banks  to  meet  later  installments.  The  Bank  pays 
interest  on  the  money  the  farmer  has  in  his  future  payment 
fund. 

In  some  cases,  the  repayment  of  the  principal  amount  of 
the  loan  may  be  deferred  in  the  early  years  in  order  to  give  the 
farmer  an  opportunity  to  build  up  his  farm  business. 

Farmers  may  borrow  up  to  65  percent  of  the  appraised 
normal  value  of  their  property,  plus  the  value  of  the 
Association’s  stock  they  are  required  to  buy  in  connection 
with  their  loans.  The  normal  value  is  that  value  which  duly 
reflects  dependable  farm  income  from  the  property,  home 
advantages,  other  dependable  income  available  to  the  typical 
owner,  and  prices  paid  informed  sellers  by  informed  and  able 
buyers  for  comparable  properties. 

If  a  Land  Bank  has  more  income  from  interest  and  other 
sources  than  it  needs  to  pay  the  cost  of  borrowed  money, 
operating  expenses,  and  to  build  adequate  reserves,  it  pays 
dividends  on  its  capital  stock  owned  by  Land  Bank 
Associations.  The  Associations,  in  turn,  may  pay  dividends  to 
their  member-borrowers. 

Members  of  each  Association  elect  their  own  board  of 
directors  from  among  their  fellow  members.  This  board 
determines  the  Association’s  policies  and  hires  a  manager  to 
run  the  day-to-day  affairs  of  the  Association.  He,  in  turn, 
chooses  any  additional  employees  that  may  be  needed.  In 
some  cases,  two  or  more  Associations  have  the  same  office  and 
manager. 
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WHERE  U.  S.  FARMERS  BORROW 

Long-Term  Credit 
as  of  January  1,  1969 


Individuals  and  Others 
40.5% 


Insurance  Companies 
21.0% 


Commercial  Banks 
14.6% 


Farmer-Owned 
Federal  Land  Banks 
22.1% 


Federal  Government 
(Farmers  Home  Administration) 

1.8% 


PRODUCTION  CREDIT 


Farmers  and  ranchers  obtain  short  and  intermediate  term 
credit  from  local  Production  Credit  Associations.  These 
Associations  get  most  of  their  loan  funds  by  pledging 
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members’  notes  as  security  for  funds  obtained  from  the 
Federal  Intermediate  Credit  Bank  in  their  Farm  Credit  district, 
or  by  borrowing  directly  from  the  Credit  Bank. 

Farmers  borrow  from  their  Production  Credit  Associations 
at  reasonable  cost  and  on  terms  suited  to  their  specialized 
needs. 

Most  loans  made  for  production  purposes,  such  as  meeting 
current  farm  operating  expenses,  are  written  to  mature  within 
a  year.  However,  loans  made  for  capital  purposes,  such  as 
buying  machinery,  equipment,  livestock  or  improving  land  and 
buildings,  may  be  written  for  periods  up  to  seven  years.  Such 
loans  have  scheduled  repayments  each  year. 

A  farmer  obtains  a  loan  from  the  PCA  serving  the  area  in 
which  his  farm  is  located.  There  are  more  than  450  Production 
Credit  Associations  serving  farmers  through  1,500  full-time 
offices  throughout  the  country.  When  he  borrows  from  the 
PCA,  the  farmer  becomes  a  member  by  buying  Class  B  (voting) 
stock  equal  to  at  least  five  percent  of  his  loan.  He  can  borrow 
for  any  agricultural  purpose,  including  farm  family  living 
expenses.  The  amount  of  money  a  farmer  may  borrow  is 
limited  only  by  the  strength  of  his  financial  condition  and 
what  the  Association’s  loan  committee  feels  he  can  repay  from 
his  income. 

When  members  repay  their  loans,  they  usually  retain  their 
Class  B  voting  stock  so  they  can  use  it  again  when  they  need  a 
new  loan.  If  the  member  does  not  borrow  again  within  two 
years,  his  stock  is  converted  to  Class  A  (non-voting)  stock. 
This  keeps  the  control  of  the  Association  in  the  hands  of 
members  who  use  it.  Many  farmer-members  have  purchased 
additional  amounts  of  Class  A  stock  in  order  to  provide  their 
Associations  with  sufficient  capital.  However,  a  member  who 
does  not  have  a  loan  outstanding,  may  list  his  stock  for  sale  to 
other  members  at  any  time. 

The  members  of  some  Associations  have  adopted  equity 
reserve  plans  by  which  they  make  additional  investments  in 
their  Associations  in  order  to  supply  the  capital  needed  to 
support  the  Associations’  rapidly  expanding  loan  business. 

Farmers  pay  interest  rates  based  on  the  discount  rate  of 
the  Federal  Intermediate  Credit  Bank  of  their  district,  the  cost 
of  operating  their  PCA  and  the  building  of  necessary 
reserves. 
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Many  members  use  their  Association’s  “budget”  or  “line 
of  credit”  plans,  which  are  examples  of  how  PC  As  adapt  terms 
to  their  members’  individual  needs.  Under  these  plans,  a 
member  arranges  for  a  loan  large  enough  to  cover  his  financial 
needs  for  an  entire  season.  He  draws  the  money  as  he  needs  it 
and  repays  it  when  he  sells  his  farm  products.  A  farmer  does 
not  pay  interest  on  any  part  of  his  loan  until  he  receives  the 
money.  When  he  repays  any  part  of  the  loan,  interest  charges 
cease  on  the  amount  he  repays.  On  a  PCA  loan,  the  farmer 
pays  interest  on  each  dollar  only  for  the  number  of  days  he 
uses  it.  This  greatly  reduces  costs  of  such  loans. 

As  in  the  Land  Bank  Associations,  members  of  Production 
Credit  Associations  elect  their  boards  of  directors  from  among 
themselves.  The  board  determines  local  policies  and  hires  a 
manager  to  carry  out  those  policies  and  conduct  the 
day-to-day  business  of  the  Association. 

Nearly  540,000  farmers  and  ranchers  are  members  of 
Production  Credit  Associations.  About  370,000  use  their 
Associations  each  year. 

The  12  Federal  Intermediate  Credit  Banks  do  not  make 
loans  directly  to  individuals.  They  operate  as  banks  of 
discount  and  are  responsible  for  supervising  and  assisting  the 
Production  Credit  Associations. 

Through  the  Intermediate  Credit  Banks,  farmers  have 
access  to  funds  obtained  in  the  investment  markets  of  the 
nation.  The  Banks,  through  their  fiscal  agency,  sell  short  term 
bonds  to  the  investing  public.  These  collateral  trust  debentures 
are  known  in  the  market  as  FIC’s  or  FICB’s  and  usually  have 
terms  of  less  than  one  year.  They  are  not  guaranteed  by  the 
government. 

The  Intermediate  Credit  Banks  use  the  proceeds  from  the 
sale  of  these  securities  to  purchase  notes  of  farmers  and 
ranchers  from  PCAs.  They  also  make  direct  loans  to  PCAs  and 
purchase  farmers’  notes  from  more  than  100  agricultural  credit 
corporations,  livestock  loan  companies  and  commercial 
banks. 

The  discount  rates  of  the  Intermediate  Credit  Banks 
fluctuate  depending  on  the  rates  they  have  to  pay  on  their 
debentures.  Their  “spread”  -  the  difference  between  what 
they  pay  and  what  they  charge  -  is  usually  less  than  one 
percent. 
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WHERE  U.  S.  FARMERS  BORROW 

Short  and  Intermediate  Term  Credit 
as  of  January  1,  1969 


Dealers  and  Individuals 
41.5% 


Commercial  Banks 
39.4% 


Production  Credit  Associations 
and  Intermediate  Credit  Banks 

15.7% 

Federal  Government 
(Farmers  Home  Administration) 

3.4% 


CREDIT  FOR  COOPERATIVES 

There  are  13  Banks  for  Cooperatives,  one  in  each  of  the 
12  Farm  Credit  districts  and  a  Central  Bank  for  Cooperatives 
in  Washington,  D.  C. 

Cooperatives  engaged  in  marketing  agricultural  products, 
purchasing  farm  supplies  or  furnishing  farm  business  services 
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obtain  loans  from  the  Bank  for  Cooperatives  in  the  district 
where  the  cooperative  is  located. 

The  Central  Bank  for  Cooperatives  participates  in  large 
loans  which  exceed  the  lending  limits  of  the  district  Banks. 
The  Central  Bank  also  makes  loans  to  the  district  Banks. 

The  Banks  for  Cooperatives  obtain  most  of  their  lending 
funds  by  selling  consolidated  debentures  to  private  investors. 
The  balance  of  their  lending  funds  come  from  short  term  loans 
from  commercial  banks  and  other  Farm  Credit  Banks  when 
they  temporarily  have  surplus  loan  funds,  or  from  their  own 
net  worth.  These  other  sources,  with  the  exception  of  then- 
own  net  worth,  are  used  to  meet  peak  demands  between  issues 
of  debentures. 

Cooperatives  obtain  a  complete  credit  service  from  the 
Banks  for  Cooperatives.  Their  loans  may  be  for  short  periods 
to  meet  seasonal  needs,  for  periods  of  a  year  or  more  to 
provide  needed  working  capital  or  for  several  years  to  finance 
capital  improvements,  expansion  and  for  such  items  as 
buildings  and  equipment.  Loans  to  finance  facilities  are  usually 
made  on  a  secured  basis,  with  maturity  based  on  the  particular 
needs  of  the  borrower  considering  useful  life  of  the  facility 
and  repayment  capacity. 

Interest  rates  charged  by  the  Banks  for  Cooperatives  may 
vary  by  Banks.  They  also  change  from  time  to  time.  The 
variations  in  interest  rates  are  due  primarily  to  change  in  the 
cost  of  money  obtained  by  the  Banks,  differences  in  operating 
costs  and  the  need  to  increase  reserves  and  build  capital. 

The  principal  function  of  the  Banks  for  Cooperatives  is  to 
make  available  a  lending  service  geared  to  the  needs  of  farmer 
cooperatives.  However,  they  also  render  a  general  business 
service  to  borrowers. 

The  business  services  rendered  are  of  an  advisory  and 
counseling  nature.  Because  the  Banks  specialize  in  the  field  of 
financing  farmer  cooperatives,  the  general  experience  gained 
from  such  specialization  is  often  useful  to  individual 
cooperatives. 

Within  the  limitations  of  its  staff,  a  Bank  will  work  with 
any  farmer  cooperative  in  the  district,  whether  a  stockholder 
or  not,  when  requested  to  do  so.  Examples  of  the  areas  in 
which  an  advisory  service  might  be  performed  would  include 
budgeting,  long  range  financial  planning,  operating  trend 
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analysis,  credit  policies,  and  auditing  standards.  In  regard  to 
services  which  involve  legal  matters,  the  Bank’s  attorney  may, 
if  requested,  work  in  an  advisory  capacity  with  counsel  for  the 
cooperative. 

Similarly,  the  Banks  stand  ready  to  consult  with 
borrowers  on  the  advantages  of  mergers  and  consolidations 
and  other  matters  of  concern  to  the  borrower’s  future 
operations.  They  also  participate  in  various  training  programs 
for  directors,  managers  and  for  other  cooperative  personnel. 


WHERE  U.  S.  FARMERS’ 
COOPERATIVES  BORROW 


Banks  and  Other 
Private  Sources 
21% 


Other  Cooperatives  and 
Members  of  Cooperatives 
21% 


13  Banks  for  Cooperatives 
58% 
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THE  FISCAL  AGENCY 


The  37  Banks  of  the  Farm  Credit  System  --  12  Federal 
Land  Banks,  12  Federal  Intermediate  Credit  Banks  and  13 
Banks  for  Cooperatives  --  jointly  employ  a  fiscal  agency  to 
arrange  the  marketing  of  their  bonds  and  debentures  to 
investors. 

The  fiscal  agency  maintains  offices  in  New  York  City  and 
markets  the  Farm  Credit  securities  through  securities  dealers 
and  banks  throughout  the  country. 

The  agency  is  currently  selling  about  $  1 0  billion  worth  of 
securities  a  year. 


ORGANIZATION 

In  each  of  the  12  Farm  Credit  districts,  located  at  the 
same  point,  are  a  Federal  Land  Bank,  a  Federal  Intermediate 
Credit  Bank  and  a  Bank  for  Cooperatives.  The  Central  Bank 
for  Cooperatives  is  located  in  Washington,  D.  C. 

The  district  Banks  serve  the  same  territory  which  consists 
of  one  or  more  states.  The  district  Farm  Credit  board  also 
serves  as  the  board  of  directors  of  all  three  Banks  in  the 
district.  Each  board  makes  policies  for  its  respective  district 
and  elects  the  Banks’  officers  to  administer  them. 

The  Federal  Land  Bank  Associations,  the  Production 
Credit  Associations  and  the  cooperatives  that  use  the  Banks 
for  Cooperatives  elect  two  members  each  to  the  district  Farm 
Credit  board.  The  seventh  member  of  each  district  board  is 
appointed  by  the  Governor  of  the  Farm  Credit  Administration 
with  the  advice  and  consent  of  the  Federal  Farm  Credit  Board. 

The  board  of  directors  of  the  Central  Bank  for 
Cooperatives  consists  of  13  members.  The  boards  of  directors 
of  the  district  Banks  elect  one  director  each  to  the  board  of 
the  Central  Bank. 

The  thirteenth  member  is  appointed  by  the  Governor  of 
the  Farm  Credit  Administration  with  the  advice  and  consent 
of  the  Federal  Farm  Credit  Board. 
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When  federal  or  state  governments  charter  organizations  -- 
especially  financial  institutions  --  they  provide  for  their 
supervision  to  protect  the  public  interest.  The  Farm  Credit 
Administration  is  the  independent  agency  provided  by 
Congress  to  supervise  the  Farm  Credit  System  in  the  public 
interest.  All  expenses  of  the  Farm  Credit  Administration  are 
paid  by  the  Banks  and  Associations  it  supervises. 


NATIONAL  POLICIES 

The  Farm  Credit  Administration,  also  located  in 
Washington,  D.  C.,  operates  under  federal  laws  and  under 
policies  established  by  a  13-member  part-time  Federal  Farm 
Credit  Board.  Twelve  of  these  Board  members  are  appointed 
by  the  President  of  the  United  States  for  six-year  terms.  There 
is  one  Board  member  from  each  of  the  1 2  districts.  Except  in 
the  case  of  death  or  the  resignation  of  a  Board  member,  only 
two  vacancies  occur  each  year.  In  making  the  appointment 
from  each  district,  the  President  considers  persons  who  are 
nominated  -  one  each  by  the  boards  of  directors  of  the 
Federal  Land  Bank  Associations,  Production  Credit 
Associations  and  the  cooperatives  which  are  stockholders  in 
the  Banks  for  Cooperatives.  All  appointments  to  the  Board 
have  been  from  these  nominees.  The  13th  member  of  the 
Federal  Board  is  appointed  by  the  Secretary  of  Agriculture 
and  serves  as  his  representative. 

The  Federal  Farm  Credit  Board  appoints  a  Governor  to 
administer  the  affairs  of  the  Farm  Credit  Administration  in 
accordance  with  its  policies. 


FARM  CREDIT  ADMINISTRATION 

Within  the  Farm  Credit  Administration  are  three  major 
operating  divisions  called  “Services.”  The  Land  Bank  Service  is 
responsible  for  supervision  of  the  Federal  Land  Banks  and 
Federal  Land  Bank  Associations;  the  Production  Credit  Service 
supervises  the  Federal  Intermediate  Credit  Banks  and 
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Production  Credit  Associations;  and  the  Cooperative  Bank 
Service  supervises  the  Banks  for  Cooperatives. 

These  Services  maintain  a  continuous  review  of  the  fiscal, 
financial  and  credit  operations  of  the  respective  Banks.  They 
advise  the  Governor  regarding  the  authorization  of  the  sales  of 
bonds  and  debentures,  and  they  are  responsible  for  reviewing 


USE  OF  FARM  CREDIT  SYSTEM 
INCOME  DOLLAR,  1969 


FCA-Examination  &  Supervision  0.5f 
Dividends  &  Patronage  Refunds  2.  if 
Added  to  Net  Worth  Reserves  5.  if 
Provisions  for  Losses  3.2f 
Operating  Expenses  &  Taxes  12.7 f 


Interest  on  Borrowed  Funds  76.4f 
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the  work  in  the  field  as  a  basis  for  carrying  out  responsibilities 
of  the  Farm  Credit  Administration  as  required  by  law. 

Another  important  part  of  the  supervisory  functions  of 
the  Farm  Credit  Administration  is  performed  by  the 
Examination  Division.  It  is  responsible  for  examining  all  of  the 
Banks  and  Associations  of  the  System.  This  function  is  similar 
to  that  performed  by  public  accounting  firms  in  auditing  the 
books  of  private  corporations  or  by  national  bank  examiners 
in  reviewing  the  conditions  of  national  banks 

Other  divisions  in  the  Washington  office  provide  the 
necessary  support  services  for  the  field  organizations  and 
operating  divisions. 


HOW  FARMERS  SHARE  IN  CONTROL  OF 
COOPERATIVE  FARM  CREDIT  SYSTEM 


miimiii 


ELECT 

ELECT 

ELECT 

BOARDS  OF  DIRECTORS 

ELECT 

1 

■ 

|  TWO  MEMBERS 

DISTRICT  FARM  CREDIT  BOARD 
DETERMINES  DISTRICT  POLICIES  FOR 
FEDERAL  LAND  BANK.  FEDERAL 
INTERMEDIATE  CREDIT  BANK.  AND 
BANK  FOR  COOPERATIVES 


[NOMINATE  ONE  MEMBER 
FOR  APPOINTMENT 


I  NOMINATE  ONE  MEMBER 

FOR  APPOINTMENT 


NOMINATE  ONE  MEMBER 
FOR  APPOINTMENT 
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FARMER  OWNERSHIP 


One  of  the  fundamental  principles  of  the  Farm  Credit 
System  was  to  encourage  and  develop  cooperative  lending 
institutions  with  complete  farmer  ownership  as  the  final  goal. 

The  Farm  Credit  Act  of  1953  provided  that  the  Federal 
Farm  Credit  Board  devise  ways  and  means  of  increasing 
borrower  participation  in  the  management,  control  and 
complete  ownership  of  the  Farm  Credit  System  through  the 
ultimate  retirement  of  funds  initially  invested  in  the  System 
by  the  government. 

In  accordance  with  this  mandate  from  Congress,  the 
Federal  Farm  Credit  Board  recommended  methods  for 
achieving  these  objectives. 

Their  recommendations  were  implemented  by  subsequent 
acts  of  Congress  which  led  to  the  complete  farmer  ownership 
of  the  System. 

The  Federal  Land  Banks,  which  were  originally  capitalized 
by  the  government,  have  been  fully  owned  by  the  Federal 
Land  Bank  Associations  since  1947.  And  since  the 
Associations  have  always  been  entirely  owned  by  their 
members,  the  Banks  are  actually  owned  by  the  farmers  and 
ranchers  who  use  the  System. 

The  Banks  repaid  the  government  all  of  the  initial  capital 
provided  by  the  Federal  Farm  Loan  Act  of  1916,  plus 
additional  capital  stock  of  $  1 25  million  and  paid-in  surplus  of 
$189  million  provided  during  the  depression  of  the  1930’s. 

From  a  peak  government  investment  of  $90  million,  all 
Production  Credit  Associations  are  now  owned  by  their 
members.  The  last  of  the  capital  stock  owned  by  the 
government  was  retired  in  1968. 

The  Associations  achieved  farmer  ownership  by  farmers 
investing  in  capital  stock  and  by  the  accumulation  of  net 
worth  reserves  from  earnings.  Many  farmers  have  purchased 
more  capital  stock  than  the  required  five  percent  of  their 
outstanding  loans. 

The  Federal  Intermediate  Credit  Banks  were  entirely 
owned  by  the  government  prior  to  1957.  Pursuant  to  the  Farm 
Credit  Act  of  1956,  however,  the  Production  Credit 
Associations  purchased  $13  million  of  Class  B  stock  in  the 
Banks.  Since  that  time,  the  Associations  have  acquired 
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additional  capital  stock  issued  to  them  by  the  Banks  as 
patronage  refunds. 

Patronage  refunds  to  other  financing  institutions  are  paid 
in  the  form  of  participation  certificates. 

Because  of  the  rapid  increase  in  farmers’  use  of  their 
Production  Credit  Associations  and  the  resultant  demand  on 
the  Federal  Intermediate  Credit  Banks  for  loan  funds,  the 
Banks  were  unable  to  reduce  government-owned  stock. 
Therefore,  in  1965  Congress  made  several  amendments  in  the 
laws  under  which  the  Banks  operate. 

These  changes  were  expected  to  make  it  possible  for  the 
Intermediate  Credit  Banks  to  retire  their  government-owned 
capital  stock  over  a  period  of  years,  principally  out  of  the 
accumulation  of  earnings  retained  by  the  Banks  and  additional 
investments  in  capital  by  the  Associations.  Additional 
legislation  passed  in  1968  enabled  the  Banks  to  speed  up  this 
process  and  retire  the  $126  million  of  government  capital 
remaining  in  them  at  the  end  of  that  year. 

Now,  the  Production  Credit  Associations  are  completely 
owned  by  the  farmers  who  use  them,  and  the  Federal 
Intermediate  Credit  Banks  are  owned  by  the  Associations. 

Farmers’  marketing,  supply  and  business  service 
cooperatives  own  all  of  the  stock  in  each  of  the  1 2  Banks  for 
Cooperatives.  From  their  organization  until  January  1,  1956, 
cooperatives  borrowing  from  the  Banks  were  required  to  own 
capital  stock  in  the  Banks  equal  to  five  percent  of  their  loans 
(one  percent  for  loan  secured  by  commodities).  However, 
when  they  paid  off  their  loans,  they  had  the  privilege  of 
having  their  stock  cancelled  and  retired  by  the  Banks. 

At  the  request  of  cooperatives,  Congress,  in  1955,  adopted 
a  plan  by  which  cooperatives  could  build  up  their  ownership 
of  stock  in  the  Banks  and  gradually  repay  the  government 
capital. 

By  December  31,  1968,  all  of  the  Banks  for  Cooperatives 
had  retired  all  of  their  government-owned  stock. 

The  plan  provided  that  farmer  cooperatives  acquire  Class 
C  stock  in  the  Banks  for  Cooperatives  by:  (1)  purchasing  at 
least  one  qualifying  (voting)  share;  (2)  investing  regularly  in 
such  stock  a  certain  required  percentage  (from  1 0%  to  25%)  of 
the  amount  of  interest  they  pay  on  their  loans  from  the  Bank; 
and  (3)  retention  of  patronage  refunds  paid  in  stock. 
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Each  year  government  capital  was  retired  in  an  amount, 
with  certain  exceptions,  at  least  equal  to  the  Class  C  stock 
issued  for  that  year.  Funds  obtained  from  the  sale  of  Class  B 
(investment)  stock  was  also  used  to  retire  government  capital. 
This  Class  B  stock  is  eligible  to  receive  dividends,  but  they 
cannot  exceed  four  percent. 

Now  that  all  government-owned  stock  has  been  retired, 
the  Banks  may  call  the  oldest  outstanding  Class  B  and  Class  C 
stock  for  retirement. 

The  surplus  of  some  $88  million  which  was  built  up 
before  the  effective  date  of  the  Act  of  1955  became  part  of 
the  permanent  capital  of  the  Banks. 

The  new  additions  to  surplus  and  reserves  are  allocated  to 
the  borrowing  cooperatives  in  proportion  to  the  interest  they 
pay.  When  the  accumulated  net  worth  reserves  exceed  the  legal 
amount  required,  the  Banks  may  issue  additional  Class  C  stock 
to  cooperatives  for  the  oldest  allocation  of  surplus. 

Thus,  the  Banks  are  operating  on  a  revolving  capital  plan 
similar  to  other  types  of  cooperatives. 

The  Central  Bank  for  Cooperatives  is  owned  by  the 
district  Banks  and  they,  in  turn,  are  owned  by  farmers  through 
their  cooperatives. 


HISTORICAL  DEVELOPMENT 

The  Farm  Credit  System  began  in  1916  with  the  passage 
of  the  Federal  Farm  Loan  Act.  This  legislation  authorized  the 
establishment  of  the  12  Federal  Land  Banks  and  the  local 
Federal  Land  Bank  Associations  through  which  Land  Bank 
loans  are  made. 

Prior  to  1916,  American  farmers  and  ranchers  had  no  long 
term  mortgage  credit  system  which  could  adequately  fill  their 
needs.  They  had  to  use  credit  facilities  whose  terms  were 
primarily  suited  to  industry.  Insurance  companies  tended  to 
make  loans  in  areas  where  loans  were  large  and  numerous. 
Commercial  banks  had  to  limit  the  terms  of  their  farm 
mortgage  lending  because  of  their  obligation  to  keep  their 
depositors’  funds  invested  in  assets  readily  convertible  to  cash. 
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Farmers  who  needed  credit  had  difficulty  in  finding 
investors  with  surplus  funds.  Most  of  the  investors  were  in  the 
large  cities  far  removed  from  farming  areas. 

When  conditions  were  poor,  money  for  loans  to  farmers 
was  in  short  supply.  The  only  loans  farmers  could  obtain  were 
for  short  periods  of  time,  usually  five  years  or  less.  If  the 
farmer  could  not  repay  the  entire  loan  when  due,  he  had  to 
arrange  for  renewal  or  refinancing.  This  usually  involved 
additional  charges.  In  times  of  financial  stress  a  borrower  often 
found  it  difficult,  if  not  impossible,  to  renew  or  refinance  his 
loan  at  any  cost.  Then  he  was  faced  with  possible  iore- 
closure. 

1  he  interest  rates  and  commissions  farmers  were  paying  at 
the  time  the  Land  Bank  System  was  established  varied 
considerably  by  states.  In  some  areas  they  were  paying  interest 
raxes  that  averaged  over  ten  percent. 

The  Federal  Farm  Loan  Act  of  1916  was  the  first  effort  to 
make  available  a  credit  system  specifically  designed  to  meet 
the  needs  of  farmers.  It  represented  the  results  of  long  study, 
including  that  of  special  commissions  which  went  to  Europe  to 
observe  agricultural  credit  systems  there. 

The  Act  provided  for  obtaining  funds  to  make  loans  by 
authorizing  the  Land  Banks  to  sell  bonds  secured  by  first 
mortgages  on  farms  to  private  investors.  By  pooling  mortgages 
and  issuing  bonds  in  this  way,  the  Land  Banks  enabled  farmers 
in  high  risk,  high  interest  rate  areas  far  away  from  investment 
markets  to  get  long  term  mortgage  loans  on  a  basis  similar  to 
those  available  to  farmers  located  in  more  favorable  areas. 

The  need  for  better  production  credit  facilities  for  farmers 
soon  became  apparent.  The  terms  and  conditions  of  loans  that 
were  available  often  did  not  meet  their  needs.  Again,  there  was 
no  way  farmers  could  reach  the  investment  market  for 
operating  credit. 

Farmers  had  been  able  to  get  ample  credit  from  banks 
during  the  prosperous  World  War  I  period.  But  losses  which 
resulted  from  the  price  decline  of  farm  commodities  from 
1920-1923  caused  many  banks  to  call  in  their  loans  to  meet 
heavy  withdrawals  of  deposits.  When  this  occurred,  many 
farmers  suffered  even  heavier  losses  because  their  loans  were 
called  before  their  crops  and  livestock  were  ready  for  market 
and  during  a  time  when  prices  were  already  depressed. 
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After  an  exhaustive  study  of  ways  in  which  farmers’  needs 
for  operating  capital  could  be  met,  Congress  in  1923  provided 
for  the  establishment  of  a  permanent  system  of  12  Federal 
Intermediate  Credit  Banks.  These  Banks  were  organized  to 
discount  or  purchase  short  term  notes  of  farmers  and  ranchers 
given  to  privately  capitalized  local  lending  institutions.  These 
institutions  included  commercial  banks,  livestock  loan 
companies  and  agricultural  credit  corporations,  though  it  was 
hoped  that  farmers  would  organize  their  own  credit 
organizations  to  discount  with  the  Banks. 

Loan  funds  of  the  Intermediate  Credit  Banks  are  obtained 
in  the  investment  market  by  selling  consolidated  collateral 
trust  debentures. 

However,  the  private  lending  agencies,  even  those  which 
discounted  their  loans  with  the  Federal  Intermediate  Credit 
Banks,  were  unable  to  meet  all  the  short  term  credit  needs  of 
agriculture.  Many  livestock  loan  companies  and  agricultural 
credit  corporations  failed  because  of  inadequate  capital, 
unsound  management,  lack  of  proper  supervision  or  for  other 
reasons.  Farmers  in  most  areas  were  unable  to  get  enough 
capital  to  establish  their  own  local  organizations  to  discount 
with  the  Intermediate  Credit  Banks.  Due  to  falling  prices  and 
declining  deposits,  many  banks  were  either  unwilling  or  unable 
to  lend  money  to  farmers. 

An  executive  order  of  March  27,  1933  created  the  Farm 
Credit  Administration  and  brought  the  Land  Bank  System  and 
Intermediate  Credit  Banks  and  all  other  existing  government 
agricultural  credit  programs  under  its  supervision. 

In  June  of  that  year,  Congress  passed  the  Farm  Credit  Act 
of  1933  which  authorized  farmers  to  organize  a  nationwide 
system  of  local  credit  cooperatives  --  Production  Credit 
Associations  -  to  make  operating  credit  readily  accessible  to 
farmers  throughout  the  country.  The  Act  also  provided  for  the 
original  capital  of  the  Associations  to  be  supplied  by  the 
government,  with  farmers  gradually  providing  the  capital  to 
retire  the  government-owned  stock.  The  Production  Credit 
Associations  are  the  retail  outlets  for  the  lending  funds  that 
are  available  at  wholesale  from  the  Federal  Intermediate  Credit 
Banks.  These  Associations  now  account  for  over  95  percent  of 
credit  extended  by  the  Banks.  Other  financing  institutions 
make  up  the  remainder. 
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The  Farm  Credit  Act  of  1933  also  provided  for  organizing 
the  13  Banks  for  Cooperatives  to  meet  the  specialized  credit 
needs  of  farmers’  purchasing,  marketing  and  service 
cooperatives.  Other  legislation  had  previously  provided  sources 
of  credit  for  farmers’  cooperatives,  but  the  need  for  a  more 
extensive  and  decentralized  lending  service,  in  whose 
ownership  and  control  the  borrowing  cooperatives  would 
participate,  became  apparent. 

Both  the  new  Production  Credit  Associations  and  Banks 
for  Cooperatives  were  placed  under  the  Farm  Credit 
Administration. 

Thus,  the  cooperative  Farm  Credit  System  was  designed 
and  organized  to  provide  credit  of  all  kinds  to  farmers  and 
their  cooperatives  with  a  sound  basis  for  such  credit  in  periods 
of  depressed  as  well  as  prosperous  conditions. 

It  is  an  excellent  example  of  how  people,  with  initial  help 
from  their  government,  can  help  themselves.  The  success 
which  American  farmers  and  their  cooperatives  have  had  in 
building  and  owning  their  own  credit  system  attests  to  this 
fact. 
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The  Cooperative 
Farm  Credit  System . . . 

Functions  and  Organization 


THE  nationwide  cooperative  Farm  Credit  System,  supervised  by 
the  Farm  Credit  Administration,  provides  long,  intermediate,  and 
short  termcredit  to  farmer  sand  their  marketing,  purchasing,  and 
service  associations.  Through  this  system,  farmers  and  their  coop¬ 
eratives  have  available  coordinated  facilities  which  provide  a  dependable 
source  of  credit  at  all  times  on  a  sound  basis. 

The  credit  cooperatives  of  the  system  are:  (1)  About  800  Federal 
land  bank  associations  and  12  Federal  land  banks,  from  which  farmers 
obtain  long-term  farm  mortgage  loans;  (2)  more  than  490  production 
credit  associations  and  12  Federal  intermediate  credit  banks  which 
provide  farmers  with  short-  and  intermediate-term  operating  credit; 
and  (3)  13  banks  for  cooperatives  from  which  farmers’  marketing,  pur¬ 
chasing,  and  service  cooperatives  can  obtain  both  long-  and  short-term 
loans. 

Because  it  is  cooperatively  organized,  the  system  is  designed  to 
act  as  a  leader  and  to  set  standards  for  interest  rates,  terms,  and 
general  credit  services  adapted  specifically  to  the  needs  of  farmers 
and  their  cooperatives. 

History  of  the  Cooperative  Farm  Credit  System 

THE  cooperative  Farm  Credit  System  had  its  beginning  in  1916 
when  Congress  enacted  the  Federal  Farm  Loan  Act  which  created 
the  12  Federal  land  banks  and  the  local  Federal  land  bank  associations 
through  which  land  bank  loans  are  made. 


Mortgage  Credit  Inadequate 
Before  1916 

Farmers  in  the  United  States, 
prior  to  1916,  had  no  long-term 
mortgage  credit  system  specifi¬ 
cally  designed  or  adapted  to  meet 
their  needs.  They  were  forced 
to  utilize  as  best  they  could  the 
credit  facilities  that  had  been 
developed  primarily  to  meet  the 
needs  of  industry.  Insurance  com¬ 


panies  tended  to  make  loans  only 
in  areas  where  loans  were  large 
and  numerous  and  risks  were  low. 
Commercial  banks,  especially  in 
high  risk  areas,  had  to  limit  their 
farm  mortgage  lending  because  of 
their  primary  obligation  to  keep 
their  depositors’  funds  invested  in 
assets  readily  convertible  to  cash. 

Farmers  who  needed  credit 
were  often  unable  to  find  pros¬ 
pective  investors  with  surplus 


funds.  This  was  not  unusual  be¬ 
cause  most  of  the  investors  were 
located  in  large  cities  far  re¬ 
moved  from  farming  areas. 

When  conditions  were  poor 
money  was  in  short  supply.  Those 
loans  farmers  could  obtain  were 
usually  for  short  periods.  The 
usual  term  of  loans  was  5  years 
or  less.  At  maturity,  if  a  bor¬ 
rower  could  not  repay  the  entire 
loan,  he  had  to  arrange  for  a  re¬ 
newal  or  for  refinancing.  This 
usually  involved  additional  charges. 
In  times  of  financial  stress,  a 
borrower  often  found  it  difficult, 
if  not  impossible,  to  renew  or 
refinance  his  loan  at  any  cost. 

The  interest  rates  and  com¬ 
missions  farmers  paid  in  1915 
varied  considerably  by  States.  In 
some  areas  they  were  paying  rates 
that  averaged  as  high  as  10  per¬ 
cent  or  more. 

Land  Bank  System 
Adapted  to  Farming 

The  Federal  Farm  Loan  Act 
of  1916,  which  created  the  land 
bank  system,  was  the  first  effort 
to  make  available  to  farmers  in 
the  United  States  a  credit  system 
specially  designed  for  and  adapted 
to  their  needs.  It  represented  the 
results  of  long  study  including 
that  of  special  commissions  which 
went  to  Europe  to  observe  agri¬ 
cultural  credit  systems  there. 

The  Act  provided  for  obtain¬ 
ing  funds  to  make  loans  by  selling 
to  investors  Federal  farm  loan 
bonds  secured  by  farm  mortgages. 
By  pooling  mortgages  and  issuing 
bonds  in  this  way,  a  farmer  in  a 
high-risk,  high-interest  rate  area 
far  removed  from  investment  mar¬ 
kets,  could  get  a  long-term,  low- 
interest  rate  mortgage  loan  on  a 
basis  similar  to  that  available  to 


a  farmer  located  in  a  more  favor¬ 
able  area. 

Short-term  Credit  Lacking 

Soon  farmers  needs  for  better 
short-term  credit  facilities  also 
became  apparent.  The  terms  and 
conditions  on  such  loans  as  were 
available  often  did  not  meet  their 
needs.  Again,  there  was  no  way 
farmers  could  reach  the  invest¬ 
ment  market  for  production  credit. 

Farmers  had  been  able  to  get 
liberal  credit  from  banks  during 
the  prosperous  World  War  I  period. 
But  when  prices  of  farm  commodi¬ 
ties  declined  from  1920  to  1923, 
losses  resulted  and  many  banks 
serving  rural  communities  had 
to  call  their  loans  to  meet  heavy 
withdrawals  of  deposits.  When  a 
farmer  was  forced  to  repay  his 
loan  in  this  way,  he  often  suffered 
heavy  losses  because  he  had  to 
sell  crops  and  livestock  either 
when  they  were  not  ready  for  mar¬ 
ket  or  when  the  market  price  was 
depressed. 

Intermediate  Credit 
Banks  Created 

As  a  result  of  an  exhaustive 
study,  Congress  in  1923  provided 
for  the  establishment  of  a  per¬ 
manent  system  of  Federal  inter¬ 
mediate  credit  banks.  These  banks 
were  organized,  not  to  make  loans 
direct  to  individual  farmers,  but 
to  discount  or  purchase  short-term 
notes  of  farmers  and  stockmen 
given  to  privately  capitalized  local 
lending  institutions.  These  insti¬ 
tutions  included  commercial  banks, 
livestock  loan  companies  and 
agricultural  credit  corporations. 
Since  1933,  they  have  been  the 
main  source  of  funds  for  the  coop¬ 
eratively  organized  production 
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credit  associations.  These  asso¬ 
ciations  now  account  for  about  90 
percent  of  the  credit  extended  by 
the  intermediate  credit  banks 
and  other  financing  institutions 
account  for  the  remainder. 

Loan  funds  of  the  intermediate 
credit  banks  are  obtained  in  the 
investment  market  by  selling 
debentures  secured  by  agricultural 
notes,  cash,  or  U.  S.  Government 
securities. 

All  Types  of  Farm  Credit 
Services  Provided 

An  executive  order  of  March  27, 
1933,  creating  the  Farm  Credit* 
Administration,  brought  the  land 
bank  system  and  intermediate 
credit  banks  under  its  supervision. 

In  June  of  that  year  Congress, 
after  extended  hearings,  partici¬ 
pated  in  by  agricultural  and  other 
leaders,  authorized  farmers,  in 
the  Farm  Credit  Act  of  1933,  to 
organize  a  countrywide  system  of 
local  cooperatives  --  production 
credit  associations  --  which  are 
designed  to  make  operating  credit 
readily  accessible  to  farmers  in 
all  parts  of  the  country.  The  pro¬ 
duction  credit  associations  are 
designed  as  retail  outlets  for  the 
lending  funds  that  are  available 
at  wholesale  from  the  Federal 
intermediate  credit  banks. 

The  production  credit  asso¬ 
ciations  were  created  because 
private  lending  agencies,  including 
those  which  discounted  their  loans 
with  the  Federal  intermediate 
credit  banks,  were  not  able  fully 
to  meet  farmers’  credit  needs. 


Many  livestock  loan  companies 
and  agricultural  credit  corpora¬ 
tions  had  failed  because  of 
inadequate  capital,  unsound  man¬ 
agement,  lack  of  adequate  super¬ 
vision,  or  for  other  reasons. 
Many  banks  because  of  falling 
prices  and  declining  deposits, 
either  were  unwilling  or  unable  to 
lend  needed  funds  to  farmers. 

The  Farm  Credit  Act  of  1933 
also  provided  for  organizing  13 
banks  for  cooperatives  as  a 
system  of  credit  for  farmers’ 
marketing,  purchasing,  and  service 
cooperatives. 

Farmers’  cooperative  market¬ 
ing,  purchasing,  and  service  asso¬ 
ciations  also  needed  a  specialized 
credit  service.  Through  various 
legislative  acts,  including  that 
creating  the  intermediate  credit 
banks  and  the  Federal  Farm 
Board,  Congress  had  previously 
provided  sources  of  credit  for 
farmers’  cooperatives.  However, 
in  1933  it  became  necessary  to 
have  a  more  extensive  and  de¬ 
centralized  lending  service  in 
whose  ownership  and  control 
the  borrowing- cooperatives  would 
participate. 

Both  the  new  production  credit 
associations  and  banks  for  coop¬ 
eratives  were  placed  under  super¬ 
vision  of  the  Farm  Credit  Admin¬ 
istration. 

Thus  the  cooperative  Farm 
Credit  System  was  designed  and 
organized  to  provide  credit  to 
farmers  and  their  cooperatives  on 
a  constructive  basis,  both  under 
prosperous  and  depressed  con¬ 
ditions. 


Cooperative  Credit  Meets  Needs 

THE  cooperative  Farm  Credit  System  today  provides  a  well-rounded 
credit  service  for  farmers  and  their  marketing,  purchasing  and 
business  service  cooperatives.  Through  this  System’s  facilities, 
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farmers  can  finance  the  ownership  of  farms,  the  production  of  crops 
and  livestock,  and  the  purchasing  of  farm  supplies,  the  marketing  of 
farm  products  and  the  providing  of  other  services  needed  by  farmers. 
The  details  of  how  the  three  types  of  credit  organizations  extend  these 
services  follow: 


Long-term  Farm  Mortgage 
Credit  System 

Farmers  obtain  land  bank  loans 
through  local,  farmer  owned, 
Federal  land  bank  associations. 
The  12  Federal  land  banks  are 
designed  to  provide  long-term 
farm  mortgage  credit  for  agri¬ 
culture  at  rates  of  interest  deter¬ 
mined  by  the  costs  of  borrowed 
funds  plus  a  margin  for  operating 
expenses  and  for  reserves. 

The  sale  of  Federal  land  bank 
bonds  to  investors  in  the  regular 
money  market  is  the  chief  means 
of  obtaining  lending  funds.  These 
bonds,  the  joint  obligations  of  the 
12  banks,  are  secured  by  first 
mortgages  on  farms.  The  farmers’ 
notes  and  related  mortgages  are 
deposited  and  pledged  with  the 
farm  loan  registrars  for  the 
respective  Farm  Credit  districts. 
The  bonds  are  not  guaranteed  by 
the  Government  in  any  way. 

Farmers  Buy  Capital  Stock 

Each  farmer  who  borrows 
purchases  capital  stock  in  the 
local  association  amounting  to  5 
percent  of  the  loan.  The  associa¬ 
tion  buys  an  equal  amount  of  stock 
in  the  land  bank.  This  stock  is 
redeemed  at  the  time  the  loan  is 
completely  repaid. 

Farmers  usually  agree  to  make 
payments  on  the  principal  of  their 
loans  with  each  annual  or  semi¬ 
annual  payment  of  interest  in 
amounts  large  enough  to  repay  the 
debt  within  an  agreed  period  of 
not  less  than  5  years  nor  more 


than  40  years.  However,  farmers 
are  permitted  to  repay  any  part 
or  all  of  their  loans  without 
penalty  ahead  of  their  repayment 
schedule.  They  may  also  build  up 
future  payment  funds  with  banks 
to  meet  later  scheduled  install¬ 
ments.  The  bank  pays  the  mem¬ 
ber  interest  on  money  he  has  in 
his  future  payment  fund. 

Loans  on  Normal 
Agricultural  Value 

Farmers  may  borrow  up  to  65 
percent  of  the  appraised  normal 
agricultural  value  of  their  farms 
plus  the  value  of  the  association’s 
stock  they  are  required  to  buy 
in  connection  with  their  loans. 
The  normal  agricultural  value  is 
the  amount  an  appraiser  estimates 
a  typical  purchaser,  under  usual 
conditions,  would  be  willing  to  pay 
and  be  justified  in  paying  for  the 
property  for  customary  agri¬ 
cultural  uses.  In  arriving  at  this 
value  the  appraiser  considers  farm 
home  advantages  and  normal  net 
earnings  a  farmer  might  expect 
from  the  farm.  For  loans  to  part- 
time  farmers,  where  dependable 
sources  of  outside  income  are 
available  to  typical  farm  oper¬ 
ators,  the  home  value  is  an  im¬ 
portant  factor  in  making  appraisals. 

Interest  Rate  Based  on  Cost 

Farmers  obtaining  loans  through 
Federal  land  bank  associations 
pay  interest  at  rates  based  on  the 
cost  of  money  in  the  investment 
market  and  the  cost  of  operations. 
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Pay  Dividends  to  Members 


If  a  land  bank  has  more  income 
from  interest  and  other  sources 
than  it  needs  to  pay  the  cost  of 
borrowing  money,  operating  ex¬ 
penses,  and  to  build  adequate  re¬ 
serves,  it  may  pay  dividends  on  its 
capital  stock  owned  by  Federal 
land  bank  associations.  The  asso¬ 
ciations,  in  turn,  may  pay  dividends 
to  their  member-borrowers. 

Association  Board  Sets  Policies 

More  than  370,000  farmers 
and  ranchers  are  currently  mem¬ 
bers  of  about  800  Federal  land 
bank  associations  in  the  United 
States. 

Members  of  each  association 
elect  their  own  board  of  directors 
from  among  their  fellow  members. 
This  board  determines  the  asso¬ 
ciation’s  policies  and  hires  a 
secretary-treasurer  to  run  the 
day-to-day  affairs  of  the  associa¬ 
tion.  He,  in  turn,  chooses  any 
additional  employees  that  may  be 
needed.  In  some  cases  two  or 
more  associations  have  the  same 
office  and  manager. 

Short-term  Production 
Credit  System 

Farmers  and  stockmen  obtain 
short-term  and  intermediate-term 
credit  from  production  credit 
associations  which  rediscount  the 
loans  with  the  Federal  inter¬ 
mediate  credit  bank  in  their  Farm 
Credit  District.  Other  financing 
institutions,  such  as  agricultural 
credit  corporations,  livestock  loan 
companies,  and  commercial  banks, 
also  use  the  facilities  of  the  Fed¬ 
eral  intermediate  credit  banks  to 
finance  their  agricultural  loans, 
although  such  organizations  are 


not  a  part  of  the  cooperative  Farm 
Credit  System. 

Loans  Meet  Farm  Needs 

Loans  are  made  available  at 
reasonable  cost  and  on  terms 
suited  to  the  needs  of  the  bor¬ 
rowers. 

A  farmer  obtains  a  loan  from 
the  production  credit  association 
serving  the  area  in  which  his  farm 
is  located.  He  becomes  a  member 
and  buys  Class  B  (voting)  stock 
equal  to  5  percent  of  his  loan.  He 
can  borrow  for  any  general  agri¬ 
cultural  purpose.  A  farmer  who 
has  a  strong  enough  financial  con¬ 
dition  can  borrow  any  amount  which 
he  can  use  constructively  if  the 
association’s  loan  committee  feels 
he  can  repay  it. 

When  members  repay  their 
loans  they  usually  retain  their 
Class  B  voting  stock  so  that  they 
can  use  it  when  they  need  a  new 
loan.  If,  after  2  years,  the  mem¬ 
ber  has  not  borrowed  from  the 
association,  his  stock  is  con¬ 
verted  to  Class  A  (non-voting) 
stock.  This  keeps  the  control  of 
the  association  in  the  hands  of 
members  who  use  it.  A  member 
who  does  not  have  a  loan  may  at 
any  time  list  his  stock  with  the  asso¬ 
ciation  for  sale  to  other  members. 

Budget  Plan  Saves  Money 

Most  members  use  the  asso¬ 
ciation’s  “budget”  plan.  Under 
this  plan,  a  member  arranges  for 
a  loan  sufficient  to  cover  his 
financial  needs  during  the  entire 
season.  He  gets  the  money  as  he 
needs  it.  He  repays  the  loan  as  he 
sells  his  farm  products.  A  farmer 
does  not  pay  interest  on  any  part 
of  a  production  credit  association 
loan  until  he  receives  the  money. 
When  he  repays  any  part  of  his 
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loan,  interest  charges  cease  on  the 
amount  he  repays.  Thus,  he  pays 
interest  on  each  dollar  for  only 
the  number  of  days  he  uses  it. 
This  greatly  reduces  interest 
costs  on  such  loans.  In  the  accom¬ 
panying  example  the  cost  is  only 
$2.96  per  $100  borrowed. 

Loans  Up  to  5  Years 

Farmers  pay  interest  at  rates 
based  on  the  discount  rate  of  the 
Federal  intermediate  credit  bank 
of  their  district  and  the  cost  of 
operating  their  production  credit 
association. 

Most  loans  for  production 
purposes — such  as  meeting  cur¬ 
rent  farm  operating  expenses — are 


written  to  mature  within  1  year. 
However,  in  cases  where  a  farmer 
uses  part  of  the  loan  for  capital 
purposes — such  as  buying  machin¬ 
ery,  foundation  livestock,  or  im¬ 
proving  land  and  buildings — it  is 
often  anticipated  that  a  portion  of 
the  loan  will  need  to  be  renewed  at 
maturity.  Also,  in  some  cases, 
when  the  loan  is  for  capital  pur¬ 
poses,  the  borrower  prefers  that 
the  maturity  of  the  loan  be  longer 
than  1  year.  In  such  cases, 
production  credit  associations  are 
authorized  to  make  the  original 
loan  for  periods  up  to  5  years, 
with  specified  required  payments 
each  year.  The  Federal  inter¬ 
mediate  credit  banks  are  authorized 
to  discount  such  loans. 


Typical  Example  of  a  Budgeted  Loan 


Date 

Purpose  of  advance  or 
source  of  repayment 

Amount 

advanced 

Amount 

paid 

Balance 

out¬ 

standing 

Days 

out¬ 

standing 

Interest 
at  6  1/2% 

Jan.  10 

Fertilizer 

$225 

Interest  on  real 
estate  mortgage 

250 

. 

$475 

85 

$7. 19 

Apr.  5 

Seed 

215 

- 

- 

- 

- 

Fuel 

200 

- 

- 

- 

- 

Hired  labor 

325 

- 

1,215 

101 

21.85 

July  15 

Purchase  4  cows 

625 

- 

- 

- 

- 

Feed 

360 

- 

- 

- 

- 

Fencing 

350 

- 

- 

- 

- 

Interest  on  real 
estate  mortgage 

250 

. 

2,800 

5 

2.49 

July  20 

Sale  of  15  hogs 

- 

$515 

2,285 

26 

10.59 

Aug.  15 

Taxes 

250 

- 

2,535 

21 

9.48 

Sept.  5 

Hired  labor 

450 

- 

2,985 

96 

51.04 

Dec.  10 

Sale  of  15  cattle 

- 

2,550 

435 

10 

.78 

Dec.  20 

Sale  of  wheat 

435 

“ 

“* 

~ 

Total 

$3,500 

$3,500 

- 

- 

- 

Dec.  20 

Total  amount  of 
interest  paid 

(1) 

- 

- 

- 

$103.42 

*In  addition  to  interest  most  associations  also  charge  loan  service  fees  to  cover  incidental  costs 
incurred  in  making  and  supervising  loans. 
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Members  Elect  Board 

As  in  Federal  land  bank  asso¬ 
ciations,  members  of  a  production 
credit  association  elect  their  own 
board  of  directors  from  among 
their  own  members.  This  board 
determines  local  policies  and 
hires  a  manager  to  carry  out  its 
policies  and  conduct  the  day-to- 
day  affairs  of  their  credit  cooper¬ 
ative. 

Nearly  500,000  farmers  and 
ranchers  are  members  of  the  494 
production  credit  associations  in 
the  continental  United  States  and 
Puerto  Rico.  Of  this  number, 
about  270,  000  currently  have  loans 
from  the  associations. 

Federal  Intermediate 
Credit  Banks 

The  12  Federal  intermediate 
credit  banks  do  not  make  loans 
directly  to  farmers.  They  operate 
as  banks  of  discount  and  are  now 
also  responsible  for  supervising 
and  assisting  the  production  credit 
associations. 

Farmers,  through  the  inter¬ 
mediate  credit  banks,  have  access 
to  funds  obtained  in  the  investment 
markets  of  the  large  money 
centers.  The  banks  sell  short-term 
bonds,  known  as  debentures,  to 
the  investing  public,  usually  with 
terms  of  less  than  one  year.  The 
debentures  are  not  guaranteed  by 
the  Government. 

The  banks  use  the  proceeds 
from  the  sale  of  these  securities 
to  purchase  and  discount  notes  of 
farmer-borrowers  of  production 
credit  associations,  national  or 
state  banks,  trust  companies, 
agricultural  credit  corporations, 
and  livestock  loan  companies. 

The  discount  rates  of  the 
credit  banks  fluctuate,  depending 
on  the  rates  the  banks  have  to  pay 


on  their  debentures.  Their 
spread- -the  difference  between  the 
rate  they  pay  and  the  rate  they 
charge- -usually  is  a  fraction  of 
one  percent. 

Banks  for  Cooperatives 

The  Farm  Credit  Act  of  1933 
authorized  the  organization  of  13 
banks  for  cooperatives,  one  in 
each  of  the  12  Farm  Credit  dis¬ 
tricts,  and  a  Central  Bank  for 
Cooperatives  located  in  Wash¬ 
ington,  D.  C.  An  eligible  cooper¬ 
ative  engaged  in  marketing  agri¬ 
cultural  products,  purchasing 
farm  supplies,  or  furnishing  farm 
business  services,  can  obtain  loans 
from  the  bank  for  cooperatives  in 
the  Farm  Credit  district  where  the 
association  is  located.  The  Central 
Bank  for  Cooperatives  participates 
in  loans  made  by  the  district 
banks,  particularly  larger  loans 
which  exceed  the  lending  limits 
of  a  district  bank,  and  may  make 
loans  to  these  banks  to  enable 
them  to  meet  their  peak  needs. 

Types  of  Loans 

Cooperatives  can  obtain  three 
types  of  loans  from  the  banks  for 
cooperatives:  (1)  short-term  com¬ 
modity  loans,  secured  by  first 
liens  onfarm  products  or  supplies; 
(2)  short-  or  medium-term  oper¬ 
ating  capital  loans,  either  secured 
or  unsecured,  to  supplement  the 
borrowing  cooperative’s  working 
capital;  and  (3)  facility  loans,  to 
assist  them  in  financing  or  re¬ 
financing  the  cost  of  construction, 
purchase  or  lease  of  land,  build¬ 
ings,  equipment  or  other  physical 
facilities. 

Facility  loans  are  made  on  a 
secured  basis  for  amounts  not  to 
exceed  60  percent  of  the  appraised 
value  of  the  security.  In  many 
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instances,  it  is  wise  for  the  coop¬ 
erative  to  borrow  a  smaller  pro¬ 
portion  and  to  rely  more  on  its 
own  funds.  Facility  loans  gen¬ 
erally  mature  within  10  years  or 
less. 

Farmer  cooperatives  pay  rates 
of  interest  determined  by  the  bank 
for  cooperative’s  board  of  direc¬ 
tors  and  approved  by  the  Farm 
Credit  Administration.  These  rates 
may  not  exceed  6  percent  per 
annum.  The  rates  vary  by  banks. 
In  determining  rates,  the  cost  of 
both  borrowings  and  that  of  funds 
obtained  by  selling  debentures  to 
investors  as  well  as  the  cost 
of  operating  the  banks  are  con¬ 
sidered. 

Cooperatives  own  part  of  the 
capital  of  each  bank  for  coopera¬ 
tives  and  it  is  contemplated  that 
eventually  they  will  completely 
own  these  banks.  About  30  per¬ 
cent  of  the  capital  of  the  banks  for 
cooperatives  is  now  owned  by  the 
cooperatives.  From  organiza¬ 
tion  to  December  31,  1955, 

borrowers  of  the  banks  for  coop¬ 
eratives  were  required  by  law  to 
own  capital  stock  of  the  bank  equal 
to  approximately  5  percent  (1  per¬ 
cent  for  commodity  loans)  of  the 
amount  of  their  loans  at  the  time 
the  loan  was  made.  Upon  repay¬ 
ment  of  the  loan,  borrowers  had 
the  right  to  have  their  stock 
retired. 

Cooperatives  Convert  Stock 

Farmers’  cooperatives,  which 
were  stockholders,  by  the  Farm 
Credit  Act  of  1955  were  given  an 
opportunity  to  convert  their  stock 
to  new  Class  B  and  Class  C  stock. 
They  also  could  convert  their 
loans  to  conform  to  the  pro¬ 
visions  of  the  Act  whereby  they 
would  agree  to  make  regular  pur¬ 


chases  of  Class  C  stock  based  on 
the  amount  of  their  interest 
payments. 

Farmers’  cooperatives  acquire 
Class  C  stock  in  the  banks  for 
cooperatives  (1)  by  purchasing  at 
least  one  qualifying  (voting)  share, 

(2)  by  investing  regularly  in  such 
stock  a  certain  required  percent¬ 
age  (from  10%  to  25%)  of  the 
amount  of  interest  they  pay  on 
their  loans  from  the  bank,  and 

(3)  through  patronage  refunds  paid 
in  the  form  of  such  stock. 

Each  year  Government  capital 
is  retired  in  an  amount,  with  cer¬ 
tain  exceptions,  at  least  equal  to 
the  Class  C  stock  issued  for  that 
year.  As  Government  capital  is 
retired,  the  amounts  are  paid  into 
the  revolving  fund.  Also  the  funds 
obtained  from  the  sale  of  Class  B 
(investment)  stock  may  be  used  to 
retire  additional  Government  cap¬ 
ital.  The  Class  B  stock  is  eligible 
to  receive  dividends.  The  dividend 
rate  cannot  exceed  4  percent. 

After  all  the  Government 
owned  stock  has  been  retired,  the 
banks  may  from  time  to  time  call 
the  oldest  outstanding  Class  B  and 
Class  C  stock  for  retirement. 

The  surplus  of  about  $90  mil¬ 
lion  which  was  built  up  before  the 
effective  date  of  the  Act,  Janu¬ 
ary  1,  1956,  became  permanent 
capital  of  the  banks. 

The  new  additions  to  surplus 
and  reserves  are  allocated  to 
the  borrowing  cooperatives  in 
proportion  to  interest  they  pay. 
When  the  accumulated  surplus 
exceeds  the  legal  amount  required, 
the  banks  may  issue  additional 
Class  C  stock  to  cooperatives 
for  the  oldest  allocations  of 
surplus. 

Thus  the  banks  will  eventually 
be  on  a  revolving  capital  plan 
similar  to  that  used  by  many 
other  types  of  cooperatives. 
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Central  Bank  for  Cooperatives 

The  major  functions  of  the 
Central  Bank  for  Cooperatives  are 
to  participate  with  the  district  banks 
for  cooperatives  in  carrying  loans 
that  are  too  large  for  the  district 
banks  to  make  individually  and  to 
make  loans  to  the  district  banks. 
In  certain  circumstances  it  can 
make  loans  directly  to  large  coop¬ 
eratives.  It  now  has  one  such  loan. 

The  same  general  principles 
with  respect  to  the  ultimate  ac¬ 
complishment  of  member  owner¬ 
ship  apply  to  the  Central  Bank  for 
Cooperatives  as  apply  to  the  dis¬ 
trict  banks  for  cooperatives.  Upon 
retirement  of  all  Government 
capital,  except  for  any  Class  B 


stock  held  by  others,  the  Central 
Bank  for  Cooperatives  will  be 
owned  by  the  district  banks  for 
cooperatives  and  the  district  banks 
will  be  owned  by  the  cooperatives 
that  use  the  banks. 

The  Board  of  Directors  of  the 
Central  Bank  for  Cooperatives 
consists  of  seven  members.  Three 
of  these  members  are  elected  by 
farmer  cooperatives  and  the  dis¬ 
trict  banks  for  cooperatives.  The 
other  four  members  are  appointed 
by  the  Governor  of  the  Farm  Credit 
Administration.  Three  of  these 
appointed  directors  are  subject  to 
being  succeeded  by  elected  direc¬ 
tors  when  the  Government  capital 
in  the  bank  is  reduced  below  a 
specified  point. 


Progress  Toward  Member  Ownership 


A  fundamental  principle  of  the  cooperative  Farm  Credit  System  is 
to  encourage  and  develop  cooperative  lending  institutions  with 
farmer  ownership  as  the  ultimate  objective.  Substantial  progress  has 
been  made  in  this  respect. 


Government  Capital  Repaid 

The  Federal  land  banks  were 
originally  capitalized  by  the  Fed¬ 
eral  Government.  These  banks 
became  fully  owned  by  the  Federal 
land  bank  associations  in  1947. 
Since  the  associations  have  always 
been  entirely  owned  by  farmer- 
members,  the  land  banks  are  thus 
actually  owned  by  the  farmers  who 
use  the  system.  The  banks  have 
repaid  to  the  Government  all  of 
the  initial  capital  provided  under 
the  provisions  of  the  Federal  Farm 
Loan  Act  of  1916  and  the  additional 
capital  stock  of  $125  million  and 
paid-in  surplus  of  $189  million 
provided  during  the  severe  de¬ 
pression  of  the  early  1930,s. 

Prior  to  January  1,  1957,  the 
Federal  intermediate  credit  banks 


were  entirely  Government  owned. 
Pursuant  to  the  Farm  Credit  Act 
of  1956,  the  production  credit  asso¬ 
ciations  have  purchased$13,112,000 
of  Class  B  stock  of  the  banks. 

Production  credit  associations 
also  are  acquiring  additional  capital 
stock  as  the  banks  pay  them  pat¬ 
ronage  refunds  out  of  earnings. 

Such  additional  capital  stock 
ownership  by  production  credit 
associations  amounted  to  $7.  4  mil¬ 
lion  by  June  30,  1959.  Patronage 
refunds  to  other  financing  institu¬ 
tions  are  paid  in  participation 
certificates.  By  June  30,  1959,  the 
banks  had  issued  $587,000  of  such 
certificates. 

Government  capital  in  the 
Federal  intermediate  credit  banks 
will  be  retired  over  a  period  of 
years  as  capital  and  reserves  are 


9 


built  up  out  of  purchases  of  capital 
stock  by  production  credit  asso¬ 
ciations  and  the  accumulation  of 
earnings  retained  by  the  banks. 
When  all  Government  capital  has 
been  retired,  all  capital  stock  of 
the  banks  will  be  owned  by  pro¬ 
duction  credit  associations.  From 
January  1,  1957,  to  November  1, 
1959, the  12 banks  paid  $13,565,880 
to  the  Treasury  in  retirement  of 
Government  capital. 

Most  PCA's  Member-owned 

As  of  November  1 ,  19  59 ,  a  total 
of  454  out  of  494  production  credit 
associations  were  completely 
member-owned.  The  others  have 
retired  most  of  their  Government 
capital.  It  is  intended  that  all 
capital  originally  provided  by  the 
Government  will  ultimately  be 
fully  retired  and  all  associations 
will  be  wholly  owned  by  their  mem¬ 
bers.  On  November  1,  1959,  the 
Government  capital  in  the  associa¬ 
tions  was  about  $4  million  com¬ 
pared  to  a  peak  of  $90  million. 

Most  of  the  associations  have 
become  completely  farmer- owned 
by  building  up  farmers*  investments 
in  the  associations  and  accumu¬ 
lating  reserves  from  earnings. 
Farmers  who  borrow  from  a 
production  credit  association  are 
required  to  own  capital  stock  in 
the  association  equivalent  to  5 
percent  of  their  loans.  Many 
farmers  have  purchased  more  than 
the  required  amount  of  stock. 

Laws  Stress  Member  Ownership 

The  Federal  Farm  Credit 
Board  was  required  by  the  Farm 
Credit  Act  of  1953  to  devise  ways 
and  means  of  carrying  out  the 
policy  of  Congress  of  increasing 
t^rrower  participation  in  the 
management,  control  and  ultimate 


ownership  of  the  cooperative  Farm 
Credit  System  so  that  the  invest¬ 
ment  of  the  United  States  would  be 
gradually  retired. 

In  accordance  with  this  man¬ 
date  from  Congress,  the  Federal 
Farm  Credit  Board  recommended 
methods  for  accomplishing  greater 
farm  ownership  and  control. 

Banks  Start  Toward  Goal 

These  recommendations  were 
implemented  by  three  subsequent 
acts  of  Congress--the  Farm  Credit 
Acts  of  1955,  1956  and  1959. 

The  Act  of  1955  provided  for 
cooperatives,  that  use  the  banks 
for  cooperatives,  to  build  up  their 
ownership  of  stock  in  the  banks 
and  to  gradually  repay  Govern¬ 
ment  capital.  The  banks  will 
ultimately  be  completely  owned  by 
the  cooperatives  which  use  them. 
Cooperatives  now  have  $38  million 
invested  in  capital  stock  of  these 
bank's.  In  addition  surplus  amount¬ 
ing  to  $7.  7  million  earned  since 
January  1,  1956,  has  been  allocated 
to  the  cooperatives  using  the  banks. 
When  the  banks  accumulate  suf¬ 
ficient  net  worth  this  surplus  can 
be  converted  into  Class  C  stock. 
Both  Class  B  and  C  stock  will  be 
revolved  after  the  Government 
capital  has  been  repaid. 

The  Farm  Credit  Act  of  1956 
made  various  changes  in  the  Fed¬ 
eral  intermediate  credit  banks.  It 
provided  for  the  purchase  of  capital 
stock  of  the  banks  by  production 
credit  associations,  and  the  gradual 
retirement  of  capital  stock  owned 
by  the  Government  as  explained 
above. 

The  1959  Act  changed  the  name 
of  national  farm  loan  associations 
to  Federal  land  bank  associations. 
It  also  gave  all  the  Farm  Credit 
banks  more  freedoih  in  their 
relations  with  their  employees. 
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Organization  of  the  Farm  Credit  System 


THE  cooperative  Farm  Credit  System  is  supervised  by  the  Farm 
Credit  Administration,  an  independent  agency  of  the  Federal 
Government.  In  each  of  the  12  Farm  Credit  districts,  located  at  the 
same  point,  are  a  Federal  land  bank,  a  Federal  intermediate  credit 
bank,  and  a  bank  for  cooperatives.  The  Central  Bank  for  Cooperatives 
is  located  in  Washington,  D.  C. 


Board  Sets  Policies 

The  Farm  Credit  Administra¬ 
tion,  located  in  Washington,  D.  C., 
operates  under  policies  estab¬ 
lished  by  a  13-member  Federal 
Farm  Credit  Board.  Twelve  of 
these  Board  members  are  ap¬ 
pointed  for  6  year  terms,  by  the 
President  of  the  United  States,  one 
from  each  of  the  12  Farm  Credit 
districts.  Except  in  the  case  of 
death  or  resignation  of  a  Board 
member,  not  more  than  two 
vacancies  on  the  Board  occur  each 
year.  In  making  the  appointment 
from  each  district,  the  President 
considers  persons  who  are  nomi¬ 
nated  --  one  each  by  the  Federal 
land  bank  associations,  the  pro¬ 
duction  credit  associations,  and 
the  cooperatives  which  are  bor¬ 
rowers  from  the  bank  for  cooper¬ 
atives.  The  thirteenth  member  of 
the  Board  is  appointed  by  the 
Secretary  of  Agriculture  as  his 
representative  and  serves  at  his 
pleasure. 

District  Organization 

In  each  of  the  12  Farm  Credit 
districts,  the  Federal  land  bank, 
the  Federal  intermediate  credit 
bank,  and  the  bank  for  cooperatives 
serve  the  same  designated  ter¬ 
ritory  which  consists  of  one  or 
more  States.  The  district  Farm 
Credit  board  serves  as  a  board 
•of  directors  for  each  of  these 
three  banks.  There  are  seven 


members  on  each  district  Farm 
Credit  board. 

Under  present  circumstances, 
the  Federal  land  bank  associations 
and  the  production  credit  associa¬ 
tions  elect  two  members  each  to 
the  district  Farm  Credit  board. 
The  cooperatives  that  use  the  bank 
for  cooperatives  elect  one  mem¬ 
ber,  but  may  elect  a  second  member 
when  they  meet  certain  re¬ 
quirements  with  respect  to 
ownership  of  the  capital  of  their 
respective  bank  for  cooperatives. 
The  other  two  members  of  each 
district  board  are  appointed  by 
the  Governor  of  the  Farm  Credit 
Administration  with  the  advice 
and  consent  of  the  Federal  Farm 
Credit  Board. 

Washington  Office 

The  Federal  Farm  Credit 
Board  appoints  a  Governor  to 
administer  the  affairs  of  the  Farm 
Credit  Administration  in  accord¬ 
ance  with  its  policies.  The  Farm 
Credit  Administration  is  divided 
into  three  major  operating  divi¬ 
sions  called  “Services.”  The 
Land  Bank  Service  has  the  respon¬ 
sibility  for  supervision  of  the 
Federal  land  banks  and  Federal 
land  bank  associations;  the  Short- 
Term  Credit  Service  supervises 
the  Federal  intermediate  credit 
banks  and  production  credit  asso¬ 
ciations;  and  the  Cooperative  Bank 
Service  supervises  the  banks  for 
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Farmers  and  Ranchers  Borrowing  Borrowing  Borrowing 


cooperatives. 

These  divisions  maintain  a 
continuous  review  of  the  fiscal, 
financial,  and  credit  operations 
of  the  respective  banks.  They 
advise  the  Governor  in  regard  to 
his  responsibility  for  authorizing 
the  sales  of  bonds  and  debentures, 
and  they  are  generally  respon¬ 
sible  for  reviewing  the  work  in 
the  field  as  a  basis  for  carrying 
out  responsibilities  of  the  Farm 
Credit  Administration  as  required 
by  law. 

Another  important  part  of  the 
supervisory  functions  of  the  Farm 
Credit  Administration  is  per¬ 
formed  by  the  Examination  Divi¬ 
sion,  which  is  charged  with  the 


responsibility  of  examining  all  of 
the  banks  and  all  of  the  associa¬ 
tions  of  the  Farm  Credit  System. 
This  function  is  very  similar  to 
that  performed  by  public  account¬ 
ing  firms  in  auditing  the  books  of 
private  corporations  and  by 
national  bank  examiners'  audits  of 
national  banks. 

Other  divisions  in  the  Wash¬ 
ington  office  provide  necessary 
services  for  the  field  organiza¬ 
tions  and  for  the  use  of  the  oper¬ 
ating  services  which  have  been 
mentioned. 

All  expenses  of  the  Farm 
C redit  Administration  are  assessed 
against  the  banks  and  associations 
which  it  supervises. 
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Government  and  Farmer  Owned  Capital  and  Distribution 
of  Earnings  in  Cooperative  Farm  Credit  System 
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aInclude  patronage  refunds  of  $586,730  to  lenders  outside  cooperative  Farm  Credit  System. 
^Merged  with  Federal  intermediate  credit  banks  on  January  1,  1957. 
cPeak  amount  for  the  System  outstanding  at  any  one  time. 


Other  Publications  Issued  by  the 
Farm  Credit  Administration 


The  following  are  some  of  the  publications  on  credit  and  its  use 
available  from  the  Research  and  Information  Division,  Farm  Credit 
Administration,  Washington  25,  D.  C. 


General 

Using  Credit  to  Farm,  Circular  E-31. 

Getting  and  Using  Farm  Credit,  E-41. 

Annual  Report  of  the  Farm  Credit  Administration. 

Financing  Farm  Adjustments  in  the  Southern  Piedmont,  Bulletin  CR-7. 
Farmers’  Need  for  Intermediate  Term  Credit,  Bulletin  CR-6. 


Farm  Mortgage  Credit 


The  Federal  Land  Bank  System  -  How  it  Operates,  Circular  35. 
Federal  Land  Bank  Loans  Made  through  Farmers’  Cooperative 
Federal  Land  Bank  Associations,  Circular  1. 

Using  Your  Federal  Land  Bank  Association  -  Circular  E-16. 
Appraising  Your  Farm,  Circular  13 
1917-1957  Years  of  Progress  with  the  Cooperative 
Land  Bank  System,  Circular  E-43 


Production  Credit 

Using  Your  Production  Credit  Association,  Circular  E-17. 

Loans  from  Production  Credit  Associations,  Circular  3. 

PCA  Members  and  Their  Loans,  Bulletin  CR-8. 

Dependable  Credit  for  Modern  Agriculture,  Unnumbered 
1933-1958  Farmers  Build  Their  Own  Production  Credit  System  — 
organization  and  first  25  years,  Circular  E-45 


Credit  for  Cooperatives 


Loans  to  Farmers’  Cooperatives,  Circular  6. 
Cooperative  Business  Association  Loans,  Circular  E-2. 
Organizing  a  Farmers’  Cooperative,  Circular  C-108. 


Federal 
Land  Bank 
Association 


Production' 
Credit 
Association 
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FARMERS 

LEND 

THEMSELVES 

SIX  BILLION 
DOLLARS 
A  YEAR... 
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Farmers  and  their  cooperatives  borrow 
this  through  their  own  Farm  Credit  System. 


Loan  Funds  from  Investors 

The  Farm  Credit  System  gets  the  money  it 
lends  by  selling  securities  .  .  .  bonds  and 
debentures  ...  on  the  open  market.  These 
are  sold  without  any  Government  guarantee. 


IT  ALL  MAKES  FOR  QUITE  A  STORY 


Agriculture,  like  all  business  these  days,  has  a  fast-growing  appetite  for  capital.  The  Farm  Credit 
System  helps  supply  it ...  by  tunneling  city  capital  into  all  parts  of  rural  America.  Because  farmers 
run  the  System,  they  and  their  cooperatives  are  assured  of  borrowing  at  reasonable  rates  and  on 
terms  tailored  to  fit  their  needs. 


Who  Started  It? 

Congress  put  up  the  money  to  start  the 
System  and  it’s  being  paid  back  ...  as 
farmers  invest.  In  fact,  most  of  the 
System  has  completed  the  job. 


Farmers  own  stock  in  the  System  . . .  equal  to  at  least  5  per¬ 
cent  of  their  loans.  This  now  totals  $572  million.  Through 
their  ballots,  farmers  have  a  voice  in  the  control  of  the  Sys¬ 
tem  at  the  local,  district  and  national  levels. 


There  is  Government  supervision,  just  as  there  is  for  national  banks. 
But  all  expenses  of  the  supervisory  agency— Farm  Credit  Administra¬ 
tion— are  paid  by  the  banks  and  associations  that  make  up  the  Farm 
Credit  System. 


What  Does  it  Mean? 


Farmers  Own  and  Share  in  Control 


No  Cost  to  Taxpayers 


FARMERS  LEND  THEMSELVES  SIX  BILLION  POLLARS  A  YEAR... 


When  Congress  helped  farmers  a  id  ranchers  set  up  the  Federal  Land  Banks  in  1917,  Congressional  and  farm 
leaders  hoped  that  the  banks  cou  d  eventually  become  farmer-owned  and  stand  on  their  own  feet.  They  hoped, 
too,  that  the  banks  could  obtain  investment  funds  in  the  cities  and  make  then  available  to  farmers  in  amounts 
and  on  terms  especially  suited  to  f  arming  and  at  a  reasonable  cost!  Both  of  these  objectives  have  been  achieved. 

It  is  safe  to  guess  that  none  of  tha  pioneers  dreamed  that  they  were  starting  a  system  that  would  develop  into 
an  agricultural  lending  organization  supplying  one  fifth  the  credit  used  by  farmers. 


Money  Flows  1 

- 5 

Farm  Credit  System 

1  Tailored  Loans 

From  Investors  to  Farms  1 

Sets  Pace 

1  Help  Farmers  Adjust 

Over  the  years  farmers  have  learned  the  lending 
business  well.  They  now  lend  themselves  and  their 
marketing,  farm  supply,  and  business  service 
cooperatives  more  than  $6  billion  a  year  from 
funds  they  obtain  from  the  Nation's  investors 
without  any  Government  guarantee.  Their  credit 
organizations  obtain  this  money  through  a  com¬ 
mon  fiscal  agent  working  with  a  large  group  of 
security  dealers  at  rates  only  slightly  higher  than 
those  paid  on  Government  securities.  Well  over  a 
half  million  farmers,  and  2,800  of  their  coopera¬ 
tives,  have  loans  outstanding. 


Farmers’  Investment  Large 


Farmers  and  their  cooperatives  have  invested 
directly  more  than  $572  million  in  the  capital 
stock  of  the  System.  In  addition,  farmers  have 
built  up  $829  million  in  net  worth  reserves  to  pro¬ 
tect  their  investment  and  assure  themselves  that 
the  System  will  be  able  to  continue  serving  their 
credit  needs.  The  Government's  investment  has 
been  reduced  from  a  peak  of  nearly  $683  million 
to  $187  million. 


1954  1964 


The  $6  billion  supplied  by  this  farmer-owned  and 
controlled  System  in  1964  represented  20  percent 
of  all  mortgage  creditand  13  percent  of  all  operat¬ 
ing  credit  used  by  farmers.  It  represented  60 
percent  of  all  credit  used  by  farmer  cooperatives. 
But  even  more  important,  the  System  sets  the 
pace  for  other  agriculture  lenders  who  tend  to 
follow  its  example  in  setting  loan  terms  and  inter¬ 
est  rates.  As  a  result,  all  farmers  and  cooperatives 
who  use  borrowed  funds  have  benefited. 
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Farmers  Have  Voice 
in  Control  at  All  Levels 


Farmers,  through  their  stock  ownership,  have  a 
voice  in  the  control  of  their  credit  system  at  the 
local,  district  and  national  levels.  They  elect  local 
boards  of  directors  who  make  policies  for  the  local 
associations.  Through  these  local  boards,  they 
participate  in  selecting  the  district  Farm  Credit 
Boards  and  the  Federal  Farm  Credit  Board  in 
Washington  that  make  policies  and  hire  manage¬ 
ment  for  the  district  banks  and  the  Farm  Credit 
Administration,  respectively. 

Since  the  Farm  Credit  Act  of  1953,  the  President 
of  the  United  States  appoints  Federal  Farm 
Credit  Board  members,  with  the  advice  and  con¬ 
sent  of  the  Senate,  after  considering  nominations 
of  the  farmer  boards  of  directors  of  credit  and 
other  cooperatives  in  the  respective  districts. 


The  availability  of  adequate  amounts  of  credit  on 
terms  tailored  to  fit  the  needs  of  individual  farmers 
and  cooperatives  has  been  an  important  factor  in 
the  tremendous  increase  in  efficiency  of  the 
Nation's  farms.  It  has  enabled  farmers  who  have 
management  ability  to  progress  rapidly  with  new 
specialized  farm  machinery,  land  conservation 
and  improvements,  modern  buildings,  farm  en¬ 
largement,  use  of  chemicals,  more  and  better 
fertilizers  and  the  breeding  of  improved  livestock. 

Because  the  System's  only  business  is  lending 
money  to  farmers  and  their  cooperatives,  its  per¬ 
sonnel  are  agricultural  specialists  whose  counsel 
and  advice  in  money  management  and  coopera¬ 
tive  business  problems  are  widely  used  by  mem¬ 
ber-borrowers. 


FCA  Expense 
Paid  by  System 


The  Farm  Credit  Administration,  an  independent 
Government  agency,  supervises  the  Farm  Credit 
System  in  the  public  interest.  This  supervision 
includes  periodic  examinations  of  each  of  the 
System’s  banks  and  associations.  All  expenses  of 
the  Farm  Credit  Administration  are  assessed 
against  the  banks  and  associations  it  supervises. 
The  Administration  has  encouraged  a  program  of 
intensive  management  development  in  the  banks 
and  associations  of  the  System  to  enable  local 
officials  to  accept  increasing  degrees  of  responsi¬ 
bility  and  authority  in  line  with  the  broad  directives 
of  Congress.  As  a  result,  even  though  the  business 
of  the  Farm  Credit  System  has  trebled  in  the  last 
ten  years,  Farm  Credit  Administration  employees 
now  number  only  230,  a  reduction  of  35  percent 
in  this  same  period. 

Use  of  Average  Farm  Credit  Income  Dollar 


Dividends  &  Patronage  Refunds  ^—FCA  Examination  &  Supervision 


THE  FEDERAL  LAND  BANKS,  FEDERAL  INTERMEDIATE  CREDIT  BANKS  AND  BANKS  FOR  COOPERATIVES  OF  SPRINGFIELD,  MASS.  /  BALTIMORE,  MD.  / 


COLUMBIA,  S.C.  /  LOUISVILLE,  KY.  /  NEW  ORLEANS,  LA.  /  ST.  LOUIS,  MO.  /  ST.  PAUL,  MINN.  /  OMAHA,  NEBR.  /  WICHITA,  KANS.  /  HOUSTON,  TEX. 


BERKELEY,  CALIF.  /  SPOKANE,  WASH.  /  CENTRAL  BANK  FOR  COOPERATIVES,  WASHINGTON,  D.C. 

Farmers  and  their  cooperatives  borrow 
this  through  their  own  Farm  Credit  System. 
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MAKES  FOR  QUITE  A  STORY 

12  Federal  Land  Banks  and  the  735  affilia¬ 
ted  local  Federal  land  bank  associations 
.  .  .  making  long-term  mortgage  loans  to 
farmers. 


12  Federal  Intermediate  Credit  Banks  and 
the  482  affiliated  local  production  credit 
associations 

.  .  .  making  operating  and  working  capital 
loans  to  farmers. 


13  Banks  for  Cooperatives 
.  .  .  providing  complete  loan  and  counseling 
service  to  farmers’  cooperatives. 


A  Fiscal  Agency  in  New  York  City 
.  .  .  securing  loan  funds  for  the  System 
by  the  sale  of  Farm  Credit  bonds  and 
debentures  through  security  dealers  to 
investors. 


Farm  Credit  Administration 
. . .  supervising  the  banks  and 
associations  in  the  public  in¬ 
terest. 

FCA  is  an  independent 
Government  agency. 


This  Is  the  Farm  Credit  System 


MODERN  GROWTH  OF 
COOPERATIVE  FARM  CREDIT  SYSTEM 


1954 

1964 

% 

Number  of  Members  of 
FLBAs  and  PCAs 

'  776,000 

900,000 

+  16 

Amount  Borrowed  by 
Farmers  and  Co-ops 

$2.2  Billion 

$6.1  Billion 

+  177 

Amount  Farmers  and 
Co-ops  Had  Outstand¬ 
ing,  December  31 

$2.3  Billion 

$7.1  Billion 

+  209 

Member-owned  Capital 
Stock 

$193  Million 

$572  Million 

+  196 

Government-owned 

Capital 

$214  Million 

$187  Million 

-13 

Net  Worth  Reserves 

$540  Million 

$829  Million 

+54 

Total  Net  Worth 

$947  Million 

$1.6  Billion 

+68 

Savings  Returned  to 
Farmers  in  Dividends 
and  Patronage  Refunds 

$5  Million 

$24  Million 

+386 

Federal  Land  Banks 
and  Associations 

Farmer-members 

300,000 

362,000 

+21 

Farmer-members’ 

Loans  Outstanding, 
December  31 

$1.3  Billion 

$3.7  Billion 

+  185 

Production  Credit  Associations 

Farmers  served 

273,000 

361,000 

+32 

Farmer-members 

Borrowed 

$1.2  Billion 

$3.7  Billion 

+208 

Banks  for  Cooperatives 

Cooperatives  With 

Loans  Outstanding, 
December  31 

2,072 

2,817 

+36 

Cooperatives  Borrowed 

$483  Million 

$1.2  Billion 

+  148 

Circular  No.  39/5-65. 
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TRENDS  IN  PRODUCTION  OF  FEED  UNITS  PER  CROP  ACRE,  1924-48 

MARTIN  AND  WINONA  COUNTIES.  MINNESOTA  U 


Research  Division 

Farm  Credit  Administration  of  St.  Paul 


November  3,  1949 
Circular  49-35 
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MARTIN  COUNTY,  MINNESOTA:  INDEX  OF  PRODUCTION  OF  FEED  UNITS  PER  CROP  ACRE,  1924-1948 
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WINONA  COUNTY,  MINNESOTA:  INDEX  OF  PRODUCTION  OF  FEED  UNITS  PER  CROP  ACRE,  1924-1948 

Average,  1924-1930  =  100 
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/l  This  brings  through  1948,  data  on  Martin  and  Winona  counties,  contained  in  our  Circular  44-48 
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The  attached  chart  gives  for  each  of  the  years,  1924-1948  inclusive,  for  Martin  and 
Winona  counties,  Minnesota,  an  index  of  the  average  units  of  feed  produced  per  acre. 

Martin  county  was  selected  as  representative  of  the  south-central  Minnesota  counties 
that  have  a  large  percentage  of  Clarion-Webster  soils,  while  Winona  county  was 
selected  as  representative  of  the  counties  with  a  large  proportion  of  the  more  rolling 
Fayette-Tama  soils. 

In  an  area  in  which  a  major  part  of  the  acreage  is  used  to  provide  feed  for  livestock, 
it  is  believed  that  a  year-to-year  comparison  of  feed  units  produced  per  acre  is  a 
good  index  of  over-all  changes  in  productivity. 

The  data  have  been  assembled  by  reducing  all  feed  crops  to  a  common  denominator  by 
an  adaptation  of  the  feed  unit  system  described  in  Morrison's  "Feeds  and  Feeding", 

20th  edition,  page  1027o  The  number  of  feed  units  in  100  pounds  of  feed  was  assumed 
to  be  the  following,  upon  the  basis  that  100  pounds  of  nos  2  com  is  equal  to  100 
feed  units: 

Feed  units  per  100  pounds 
upon  the  basis  that  100  pounds  of 
Crop  no.  2  shelled  corn  equals  100  feed  units 


Com  for  grain  96 
Barley  96 
Oats  89 
Average  tame  hay  46 
Wild  hay  30 


Data  are  not  available  as  to  the  yield  per  acre  of  silage  com  and  fodder  com  so 
the  feed  units  per  acre  in  each  of  these  crops  were  assumed  to  be  the  same  as  in  the 
average  acre  of  corn  raised  for  grain  in  the  same  years 

8  U  M  MARY 

10  Over  the  25  year  period,  the  production  of  feed  units  per  crop  acre  in  Martin 
county  was  1,672  and  1,490  in  Winona  county,  or  an  advantage  for  Martin  county 
of  12  percent.  Table  le 

2o  In  recent  years,  the  production  of  feed  units  per  acre  has  increased  much  more 
rapidly  in  Martin  than  in  Winona  county,  as  is  indicated  by  the  following: 

Production  of  feed  units  per  crop 
acre  when  1924-30  -  100 
Martin  county  ;  Winona  county 


1924-30 

100 

100 

1934-38 

103 

75 

1939-43 

138 

97 

1944-48 

133 

110 

Thus,  in  1944-48,  production  in  Martin  county  per  acre  was  33  percent  above 
1924-30,  while  in  Winona  it  was  only  10  percent  above  1924-30 „ 

In  no  year  has  production  of  feed  units  per  acre  in  Winona  county  been  over  18 
percent  above  the  1924-30  average  for  that  county,  but  in  Martin  county,  in 
each  of  the  years  1939-48  inclusive  (except  1945)?  production  of  feed  units  per 
acre  has  been  22  to  64  percent  above  the  1924-30  average.  In  1945?  the  poorest 
year  in  the  10  year  period  1939-48,  the  production  of  feed  units  per  acre  in 
Martin  county  was  9  percent  above  the  1924-30  base.  Table  lo 


Period 


3c 
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During  the  10  years,  1939-48,  the  average  yield  of  com  per  acre  in  Martin  county 
has  been  49.5  bushels  and  has  varied  from  34  to  59  bushels,  while  in  the  10  years, 
1924-33,  the  average  yield  was  35.5  bushels  and  the  range  was  between  24  and  44 
bushels  per  acre.  This  increased  corn  yield  has  been  achieved  with  48 .9  percent 
of  the  crop  acres  in  corn  in  the  1944-48  period,  compared  with  45°1  percent  in 
the  1924-48  period.  Tables  2  and  3° 

In  Winona  county,  the  1924-33  average  com  yield  was  37.3  bushels  and  the  1939-48 
average  was  46.4  bushels.  Table  2. 

4o  The  increased  yield  of  com  per  acre  in  Martin  county  over  that  in  Winona  county, 
is  highly  significant,  due  to  the  fact  that  in  Martin  county  during  the  1924-48 
period,  46.2  percent  of  the  total  crop  acres  were  in  corn,  while  in  Winona  county, 
only  23.2  percent  of  the  crop  acres  were  in  com.  Table  3. 

The  higher  yield  of  com  in  Martin  county  has  been  achieved  in  spite  of  the  fact 
that  the  percentage  of  crop  acres  in  tame  hay  in  Martin  county  during  the  1924-48 
period  was  only  8.5  percent,  while  in  Winona  county,  28 » 8  percent  of  the  crop 
acres  were  in  tame  hay.  Table  3. 

5o  While  no  data  are  available,  it  is  highly  probable  that  a  much  larger  percentage 
of  the  com  acres  in  Winona  county  were  manured  in  the  fall,  winter  or  spring, 
preceding  the  planting  of  corn,  than  was  the  case  in  Martin  county. 

6°  In  1944-48,  the  percentage  of  acres  in  Martin  county  devoted  to  non-feed  crops, 
other  than  canning  crops,  was  11 » 3  percent  and  in  Winona  county,  the  comparable 
figure  was  4*2  percent.  The  major  non-feed  crops  in  the  1944-48  period  were  the 

following:  Table  3o 

Acres  of  specified 
non-feed  crops,  1944-48  inclo 


Crop 

Martin  Co0  •  ' 

Winona  Co 

Soybeans,  for  beans 

24,680 

1,840 

Flax 

11,660 

740 

All  wheat 

370 

3,366 

Potatoes 

430 

940 

Rye 

692 

208 

Total,  exclusive  of 

canning  crops 

37,832 

7,094 

Sweet  com  and  peas, 

1944,  chiefly  for  canning  /l 

10,043 

1,230 

Total  non-feed  crops 

,  including  canning  crops 

47,875 

8,324/1 

Total  acres  in  crops 

,  1944-48,  exclusive  of 

panning  crops 

333,638 

167,194 

Total  acres  in  corn 

and  peas,  chiefly  canning 

10,043 

1,230 

Total  crop  acres,  exclusive  of  crops  of  very 

minor  importance 

343,681 

168,424 

Average  percentage  of  crops  in  non-feed  crops  14$  5$ 


/l  Data  for  canning  crops  were  available  only  as  reported  in  the  U.S.  Census  in 
years  for  which  census  reports  were  secured. 
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7o  The  fact  that  in  the  war  and  post-war  years,  there  has  been  a  much  greater  in¬ 
crease  in  soybeans  and  flax  in  Martin  county  than  in  Winona  county,  together 
with  some  market  for  canning  crops  in  Martin  county,  indicates  that  there  are 
alternative  crops  open  to  Martin  county  farmers  that  under  favorable  price 
conditions  can  replace  a  portion  of  the  feed  crop  acreages  with  profit,  while 
this  is  much  less  true  in  Winona  county.  Soybeans  are  at  a  particular  dis¬ 
advantage  in  Winona  county  as  on  rolling  land  it  is  highly  desirable  to  keep 
the  percentage  of  inter-tilled  crops  to  a  minimum,, 

Sc  While  the  data  are  limited,  it  suggests  that  such  improvements  in  technology 
during  recent  years  as  hybrid  seed  corn,  the  introduction  of  new  crops, 
extension  of  drainage  systems,  the  use  of  chemical  sprays  for  weed  killing 
(important  for  flax)  and  the  greatly  increased  use  of  commercial  fertilizers 
are  doing  much  more  to  increase  productivity  on  the  soils  that  were  already 
superior  than  on  those  that  were  somewhat  too  rolling  to  be  most  desirable . 

The  various  soil  conservation  measures  for  rolling  areas  have  good  possibilities 
but  it  may  be  that  as  an  average  the  achievement  is  that  of  preventing  further 
deterioration  rather  than  that  of  achieving  a  large  further  increase  in  yields 


* 
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Table  1 

PRODUCTION  OF  FEED  UNITS  PER  CROP  ACRE  AND  INDEX  OF  PRODUCTION  OF  FEED  UNITS  PER  ACRE 


MARTIN  AND  WINONA 

COUNTIES,  MINNESOTA  /I 

Feed  units 

per  crop  acre 

Index  of  feed  units 

per  crop  acre 

Martin 

Winona 

Martin 

Winona 

Year 

county 

county 

county 

county 

{Pounds)  (1924-30  =  TOO) 


1924 

1,274 

1,518 

87 

96 

1925 

1,663 

1,606 

114 

101 

1926 

1,352 

1,402 

93 

88 

1927 

1,331 

1,616 

91 

102 

1928 

1,566 

1,702 

107 

107 

1929 

1,657 

1,808 

114 

114 

1930 

1,359 

1,448 

93 

91 

1931 

1,321 

1,004 

91 

63 

1932 

1,738 

1,564 

119 

99 

1933 

1,405 

1,198 

96 

76 

1934 

1,166 

928 

80 

58 

1935 

1,743 

1,294 

120 

82 

1936 

1,287 

1,032 

88 

65 

1937 

1,771 

1,350 

121 

85 

1938 

1,530 

1,340 

105 

84 

1939 

2,172 

1,452 

149 

92 

1940 

1,947 

1,470 

134 

93 

1941 

1,333 

1,458 

126 

92 

1942 

2,169 

1,648 

149 

104 

1943 

1,943 

1,672 

133 

105 

1944 

2,001 

1,639 

137 

103 

1945 

1,594 

1,675 

109 

106 

1946 

1,971 

1,792 

135 

113 

1947 

1,781 

1,768 

122 

111 

1948 

2,384 

1,876 

164 

118 

5  year  avera^ 

;es: 

1924-28 

1,437 

1,570 

99 

99 

1929-33 

1,496 

1,402 

103 

88 

1934- 38 

1,503 

1,197 

103 

75 

1939-43 

2,014 

1,539 

138 

97 

1944-48 

1,945 

1,748 

133 

110 

1924-1948 

1,672 

1,490 

115 

% 

/l  The  basic  data  in  tables  1,  2  and  3  are  the  "county  yield  and  acreage  reports” 
in  publications  of  the  State-Federal  Crop  and  Livestock  Reporting  Service.. 
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Table  2 


Part  I  -  Martin  County,  Minnesota 


YIELD 

OF  CROPS  PER  HARVESTED 

ACRE 

Corn  for 

All  tame 

Soy- 

Year 

grain  /l 

Oats 

Barley 

hay 

Wild  hay 

Flax 

beans 

buo 

bu. 

bu. 

tons 

tons 

buo 

bu. 

1924 

24 

45 

29' 

1.70 

1 0  2  5 

12 

1925 

42 

42 

31 

lo55 

lo00 

13 

1926 

36 

30 

30 

lo28 

.63 

10 

1927 

31 

30 

28 

2o02 

1.25 

12 

1928 

38 

39 

32 

lo50 

.92 

11 

1929 

39 

44 

29 

lo8Q 

lo00 

11 

1930 

30 

40 

30 

lo20 

.75 

13 

1931 

31 

33 

26 

lo20 

06O 

8 

1932 

44 

40 

23 

io65 

lolO 

12 

1933 

40 

21 

16 

lo20 

.90 

7 

1934 

33 

21 

18 

lo00 

o40 

7 

1935 

41 

44 

29 

lo60 

lo20 

11 

1936 

29 

36 

23 

lo20 

o90 

8 

1937 

41 

48 

31 

lo45 

lolO 

13 

1938 

37 

33 

23 

lo90 

lo05 

12 

1939 

56 

48 

30 

1.85 

lo20 

13 

1940 

46 

52 

37 

1 

-i-  o  U'-' 

nc 

0  /\j 

1  / 

1941 

54 

24 

25 

1,58 

1,07 

11 

17 

1942 

54 

47 

26 

1,77 

I0I6 

11 

17 

1943 

50 

34 

15 

lo52 

.84 

10 

16 

1944 

51 

32 

16 

1,70 

lo25 

5 

19 

1945 

34 

43 

34 

lo90 

lo25 

13 

14 

1946 

50 

37 

35 

1  o  70/ 2 

— 

14 

21 

1947 

41 

40 

35 

1  o  667 2 

— 

14 

16 

1948 

59 

49 

33 

1  o83/2 

— 

15 

22 

5  year  averages i 

1924-28 

39 

37 

30 

I06I 

IcOl 

12 

1929-33 

37 

36 

25 

lo41 

.87 

10 

1934-38 

36 

36 

25 

lc43 

o93 

10 

1939-43 

52 

41 

27 

I068 

lo05 

12 

17/3 

1944-48 

47 

40 

31 

1 . 76/2 

— 

12 

18 

Average : 

1924-1948 

41 

38 

28 

! 0  58/2 

— 

11 

18/4 

/l  In  the 

case  of  com, 

the  data  are  computed  upon  the 

basis  that  the 

grain 

yield  per 

acre  of 

com  is  the 

measure 

of  the  feed 

units  per  acre.  Separate  data  are  not 

reported  for  silage  corn  and  fodder  corao 
/2  Includes  a  small  amount  of  wild  hay  in  1946-48  inclusive. 

73  3  year  average  for  soybeans,  1941-43 

74  8  year  average  for  soybeans,  1941-48 
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Table  2 

Part  II  -  Winona  County,  Minnesota 

YIELD  QF  CROPS  PER  HARVESTED  ACHE 


Coni  for  All  tame 


Year 

grain  /l 

Oats 

Barley 

hay 

Wild  hay 

bu„ 

bu. 

bu. 

tons 

tons 

1924 

26 

46 

35 

2o00 

lo25 

1925 

42 

43 

33 

lo70 

lolO 

1926 

34 

34 

32 

lo60 

lo20 

1927 

35 

36 

34 

2ul6 

lo45 

1928 

42 

43 

33 

2  c  01 

lc00 

1929 

42 

39 

31 

2  c  60 

1-15 

1930 

39 

40 

30 

lo40 

1.10 

1931 

27 

29 

18 

lc00 

08O 

1932 

44 

41 

30 

lo50 

lolO 

1933 

42 

23 

16 

lo25 

085 

1934 

29 

21 

16 

o90 

o40 

1935 

34 

32 

19 

lo90 

loOO 

1936 

33 

24 

13 

lo20 

lo20 

1937 

38 

38 

22 

lo35 

lo00 

1938 

41 

25 

20 

le  70 

lo20 

1939 

47 

36 

26 

lo29 

o90 

1940 

45 

42 

30 

lo25 

088 

1941 

45 

29 

23 

lo63 

lo25 

1942 

47 

44 

21 

lo69 

1.00 

1943 

49 

36 

17 

lo79 

o75 

1944 

47 

36 

15 

lc60 

1.30 

1945 

37 

48 

31 

lo90 

lo25 

1946 

47 

40 

28 

1  o  70/2 

— 

1947 

46 

39 

28 

2 0 00/2 

— 

1948 

54 

46 

35 

1 069/2 

— 

5  year  averages:  /3 

1924-28 

36 

40 

33 

lo89 

lo20 

1929-33 

39 

34 

25 

lo55 

lc00 

1934-38 

35 

28 

18 

l„4l 

.96 

1939-43 

47 

37 

23 

lo53 

o96 

1944-48 

46 

42 

27 

lo78/2 

— 

Average: 

1924-48 

41 

36 

25 

lo63 

/l  In  the  case  of  corn,  the  data  are  computed  upon  the  basis  that  the  grain  yield 
per  acre  of  corn  is  the  measure  of  the  feed  units  produced .  Separate  data  are 
not  reported  for  silage  corn  and  corn  fodder  <> 

/2  Includes  a  small  amount  of  wild  hay  in  1946-48  inclusive. 

/3  Averages  of  the  yearly  averages o 
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Table  3 


PERCENTAGE  DISTRIBUTION  OF  FEED  CROP  ACRES,  1924-1948 

MARTIN  AND  WINONA  COUNTIES,  MINNESOTA 


Year 

All  corn 

Oats 

Barley 

All 

tame 

hay 

Wild 

hay 

Total 

specified 

feed 

crops 

Specified 

non-feed 

crops/l 

Total 

MARTIN  COUNTY 

5  year 
averages: 

1924-28  45°1$ 

35.6% 

2  o  6% 

7.9% 

5.7% 

96.9% 

3.1% 

100$ 

1929-33 

•  ^6  o  ^ 

31o6 

6°8 

7o8 

3  cl 

95  o  7 

4o3 

100 

1934-38 

45.8 

33  o  2 

6o3 

9o5 

lo9 

96  o  7 

3o3 

100 

1939-43 

44°6 

32o0 

205 

10o0 

1-3 

90o4 

9.6 

100 

1944-48 

48.9 

31*5 

o  6 

7c2 

o5 

88.7 

lie  3 

100 

Average 

1924-48 

46  o  2$ 

32.7% 

2>M 

8o5% 

2  c  5% 

93.7% 

6.3% 

100$ 

WINONA  COUNTY 

5  year 
averages: 

1924-28 

20.7$  26o0$ 

13  o  7% 

27  o  7$ 

o7$ 

88  o  8$ 

11.2$ 

100$ 

1929-33 

21 o 8  25o9 

17.8 

25o6 

c5 

91o6 

8o4 

100 

1934-38 

22 o  2  26  «1 

20  oO 

24  o  6 

o3 

93.2 

6o8 

100 

1939-43 

22 o 7  27o0 

llo3 

32.9 

o3 

94o2 

5o8 

100 

1944-48 

28 o 6  32ol 

1-5 

33  o  5 

ol 

95.8 

4o2 

100 

Average 

1924-48 

23 o 2$  27 o 4$ 

12  o  9$ 

28  o  8$ 

o4$ 

92.7% 

7.3% 

100$ 

/l  Includes  soybeans,  flax 

all  wheat,  potatoes  and 

rye. 

The  following  acreages 

of  canning 

crops, 

only  reported  in 

census  years,  were 

not  included  in  the  calculations: 

Martin 

county 

, 

Winona  county 

Sweet 

Sweet 

Year 

com 

Peas 

corn  Peas 

(acres!” 

(acres) 

1929 

4,303 

995 

69  9 

1934 

3,384 

— 

132 

1939 

2,472 

1,620 

154  248 

1944 

7,751 

2,292 

554  680 

V 


.  A 


